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The following releases relate to self-regulatory | 
organization rule proposals and/or adoptions. 
IC-11136 Solicitation of comments on an 
amendment to a rule to exempt from 
certain provisions of the Act the pur- 
chase or sale of certain securities 
between registered investment com- 
panies. [File No. S7-832; Comment 
Period Expires June 5, 1980] 
IC-11137 Adoption of an emergency tem- 
porary rule which will provide cer- 
tain exemptions from the Invest- 
ment Company Act of 1940 to permit 
certain new money market funds to 
operate like previously existing 
money market funds. 











SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16714A/April 18, 1980 


Admin. Proc. File No. 3-5895 
In the Matter of 


AMARILLO INVESTMENTS, INC. 
(File No. 8-22024) 
DEAN EDWARD LIVELY 


SUPPLEMENTAL ORDER CORRECTING ERROR 


The Commission having by Order dated April 1, 
1980 entered an Order Instituting Proceedings and 
Imposing Remedial Sanctions in the matter of 
Amarillo Investments, Inc., et. al., and the 
Commission having entered its order, findings and 
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sanctions in such proceedings, and the Commission 
having duly considered the matter, 


HEREBY ORDERS, that said Order be amended as 
follows: 


The file number 8-22024 is hereby substituted for 
file number 8-22504 in the caption of the Order. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16755/April 18, 1980 


In the Matter of 


THE OPTIONS CLEARING CORPORATION (“OCC”) 
5950 Sears Tower 

233 South Wacker Drive 

Chicago, Illinois 60606 


(SR-OCC-79-6) 
ORDER APPROVING PROPOSED RULE CHANGE 


On September 21, 1979, OCC filed with the 
Commission, pursuant to Section 19(b)(1) of the 
Securities Exchange Act of 1934, 15 U.S.C. 
78(s)(b)(1) (the “Act”) and Rule 19b-4 thereunder, 
copies of a proposed rule change to provide a third 
party pledge system for writers of put options. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 34-16251, 
October 5, 1979) and by publication in the Federal 
Register (44 FR 59305, October 15, 1979). No 
written comments were received by the 
Commission. 


The Commission finds that the proposed rule 
change is consistent with the requirements of the 
Act and the rules and regulations thereunder 
applicable to clearing agencies and, in particular, 
the requirements of Section 17A and the rules and 
regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
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19(b)(2) of the Act, that the above mentioned rule 
change be, and it hereby is, approved. 


For the Commission, by the Division of Market 
Regulation. pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16756/April 21, 1980 


In the Matter of 
THE ANACONDA COMPANY 
File No. 81-618 


APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has 
issued a notice giving interested persons until May 
12,1980 to request a hearing.on an application by 
The Anaconda Company (the “Applicant”), pursuant 
to Section 12(h) of the Securities Exchange Act of 


1934, as amended, for an order exempting the 
Applicant from the reporting requirements of 
Sections 13 and 15(d) of that Act. 


Pursuant to a merger, Atlantic Richfield, the parent 
of Anaconda, guaranteed payment of $150 million 
principal amount 6-5/8% Debentures of the 
Predecessor of Anaconda. There are no other 
outstanding securities of Anaconda, other than the 
shares of Common Stock owned by Atlantic 
Richfield. The Debentures are held by relatively few 
shareholders, i.e., 650 and are not listed on any 
national exchange. 
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SECURITIES EXCHANGE ACT OF 1934 
@* No. 16757/April 18, 1980 


A notice has been issued giving interested persons 
until May 8, 1980 to comment on the following 
national securities exchanges’ applications for 
unlisted trading privileges in the below listed issues: 


Midwest Stock Exchange, Inc.: 


Anheuser-Busch, Inc. 
Common Stock, $1 Par Value (File Nu. 7-5506); 


Boston Stock Exchange, Inc.: 


Valero Energy Corporation 
Common Stock, $1 Par Value (File No. 7-5507); 
and 


Philadelphia Stock Exchange, Inc.: 


Tosco Corporation 

Common Stock, $.15 Par Value (File No. 7-5508); 
Simplicity Pattern Co., Inc. 

Common Stock, $.08-1/3 Par Value (File No. 7- 

5509); 
Schlitz (Jos.) Brewing Company 

Common Stock, $2.50 Par Value (File No. 7-5510); 
Sav-A-Stop, Inc. 

Common Stock, $.10 Par Value (File No. 7-5511); 
Pogo Producing Company 

Common Stock, $1 Par Value (File No. 7-5512); 
Penn Central Corporation (The) 

$5.27 Convertible Special Preference Stock, First 

Series No Par Value (File No. 7-5513); 
Hutton Group, Inc. (E.F.) (The) 

Common Stock, $1 Par Value (File No. 7-5514); 
Pantepec International, Inc. 

Capital Stock, $.14 Par Value (File No. 7-5515); 
Bache Group, Inc. 

Common Stock, $2 Par Value (File No. 7-5516); 
Dean Witter Reynolds Organization Inc. 

Common Stock, $1 Par Value (File No. 7-5517); 

and 
Coastal Caribbean Oil & Minerals Ltd. 

Capital Stock, $.12 Par Value (File No. 7-5518). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16758/April 18, 1980 


The Securities and Exchange Commission today 
granted the application of the Pacific Stock 
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Exchange (“PSE”)! pursuant to the terms of the 
voluntary moratorium on expansion of standardized 
options trading? to begin trading call options on Data 
General: Corporation common stock to replace call 
options on the common stock of Itel Corporation (1) 
(“Itel”). Itel has been delisted involuntarily by the 
PSE because of Itel’s failure to satisfy the terms of 
PSE Rule VI, Section 13, Commentary .01(3) which 
provides for the withdrawal of approval of underlying 
stocks if the market price per share closes below $10 
as measured by the highest closing price in any 
market on a majority of the business days of any six- 
month period. 


The Securities and Exchange Commission also has 
granted the application of the American Stock 
Exchange (“Amex”)? to begin trading call options on 
Bausch and Lomb Incorporated (“B&L”) to replace 
call options on the common. stock of Rite-Aid 
Corporation (“RA”). RA has been delisted 
involuntarily by the Amex in accordance with Amex 
Rule 916.01(2) which requires such action when 
there are fewer than 9,000 holders of the underlying 
stock. The Amex intends to commence trading in 
B&L call options on April 21, 1980. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








1See letter dated April 10, 1980 from Bernel V. Flath, 
Vice President, Options Division, PSE to Paul A. 
Belvin, Division of Corporate Finance, Securities and 
Exchange Commission. 


7See Securities and Exchange Act Release No. 
15026 (August 3, 1978). The options exchanges 
have agreed that until such time as they have agreed 
upon a plan for allocation of additional call options 
classes, they will continue to follow the procedure 
set forth in Release No. 15026 for the replacement of 
involuntarily delisted options classes. See Securities 
Exchange Act Release No. 16701 (March 26, 1980). 


3See letter dated April 15, 1980 from Howard A. 
Baker, Assistant Vice President, Options Division, 
Amex to Gene Carasick, Assistant Director, Division 
of Market Regulation, Securities and Exchange 
Commission. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16759/April 21, 1980 


An order has been issued granting the application of 
the Pacific Stock Exchange, Inc. to strike the call 
option contracts with respect to the underlying 
common stock of ITEL CORPORATION from listing 
and registration due to the market price per share of 
the underlying stock closing below $10 per share on 
each business day between July 18, 1979 and 
January 18, 1980. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16760/April 21, 1980 


Orders have been issued granting the applications of 
the Pacific Stock Exchange, Inc. to strike the 
following securities from listing and registration 
thereon: UNION OIL OF CALIFORNIA, 4-1/4% Conv. 
Sub. Deb. due 6-1-91 and FINANCIAL CORPORA- 
TION OF AMERICA, Warrants due 11-1-83. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16761/April 21, 1980 


An order has been issued granting the application of 
the American Stock Exchange, Inc. to strike the call 
option contracts with respect to the underlying 
common stock of RITE AID CORPORATION from 
listing and registration due to there being fewer than 
9,000 registered and streetname shareholders of 
the underlying stock; subject of Exchange options 
trading. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16762/April 21, 1980 


In the Matter of 


PMI MORTGAGE CORPORATION, AS PACKAGER 
AND MASTER SERVICER 


File No. 81-600 


APPLICATION PURSUANT TO SECTION 12(h) 
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The Securities and Exchange Commission has 
issued a notice giving interested persons until May 
12, 1980 to request a hearing on an application of 
PMI Mortgage Corporation, as Packager and Master 
Servicer (the “Applicant”), pursuant to Section 12(h) 
of the Securities Exchange Act of 1934 (the “1934 
Act”) for an order exempting the Applicant from 
certain reporting requirements under Section 13 
and from the operation of Section 16 of the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16763/April 21, 1980 


In the Matter of 

BDM INTERNATIONAL, INC. 

File No. 81-611 

APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has 
issued a notice giving interested persons until May 
12, 1980 to request a hearing on an application by 
BDM International, Inc. (“Applicant”) pursuant to 
Section 12(h) of the Securities Exchange Act of 
1934, for an order exempting Applicant from the 
periodic reporting requirements of Sections 13 and 
15(d) of that Act. 


Applicant has fewer than 300 shareholders and its 
stock is not publicly traded. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 16764/April 21, 1980 


In the Matter of 
HARTER BANCORP 


NOTICE OF APPLICATION PURSUANT TO SECTION 
12(h) OF THE SECURITIES EXCHANGE ACT OF 1934 
AND OPPORTUNITY FOR HEARING 


The Securities and Exchange Commission has 
issued a notice giving interested persons until May 
12, 1980 to request a hearing on an application by 
Harter BanCorp (“Applicant”) for an order 
exempting Applicant from the reporting 
requirements under Sections 13 and 15(d) of the 
Securities Exchange Act of 1934 (the “1934 Act”). 
On July 9, 1979, Applicant was merged into Society 
Corporation (“Society”) and all of Applicant's 
outstanding shares of common stock were 
converted into common shares of Society. Society is 
a reporting company under the 1934 Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 16765/April 21, 1980 


In the Matter of 
LEE NATIONAL CORPORATION 
File No. 81-416 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE 1934 ACT 


The Securities and Exchange Commission issued an 
order granting the application of Lee National 
Corporation pursuant to Section 12(h) of the 
Securities Exchange Act of 1934 for a partial 
exemption from the full reporting requirements of 
Sections 13 and 15(d) of that Act. 


On February 22, 1980 a notice was issued on the 
filing of said application giving interested persons an 
opportunity to request a hearing and stating that an 
order granting the application might be issued upon 
the basis of the information stated therein unless a 
hearing is ordered. No request for a hearing has 
been filed and the Commission has not ordered a 
hearing. 
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The matter having been considered, it is found that 
the requested exemption is appropriate, in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the 1934 Act. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21529/April 18, 1980 


In the Matter of 


ALLEGHENY POWER SYSTEM, INC. 
320 Park Avenue 
New York, New York 10022 


(70-6442) 


NOTICE OF PROPOSAL BY HOLDING COMPANY TO 
BECOME BONDED AS SURETY FOR PUBLIC 
UTILITY SUBSIDIARY COMPANY 


NOTICE IS HEREBY GIVEN that Allegheny Power 
System, Inc. (“Allegheny”), a registered holding 
company, has filed a declaration with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 
12(b) and 12(f) of the Act as applicable to the 
following proposed transaction. All interested 
persons are referred to the declaration, which is 
summarized below, for a complete statement of the 
proposed transaction. 


Allegheny proposes to become bonded as surety to 
the State of West Virginia in such an amount as shall 
be determined by the West Virginia Public Service 
Commission for prompt refund by Allegheny’s 


wholly-owned subsidiary, Monongahela Power 
Company (‘‘Monongahela”’), of all amounts 
Monongahela, under certain tariffs filed with said 
Commission on February 11, 1980, may collect or 
receive in excess of such rates and charges as may 
be finally fixed by said state commission, plus 
interest at such annual rate as such commission 
may determine by order to be necessary and 
appropriate. The purpose of the proposed 
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transaction is to enable Monongahela, as permitted 
by West Virginia law, to begin applying the new 
increased rates prior to completion of the state 
commission’s investigation, hearing, and decision 
with respect thereto. It is expected that the amount 
of the bond will not exceed $51,500,000, which is 
the estimated additional annual revenue that the 
new rates will provide. 


The fees and expenses incurred by Allegheny in 
connection with the proposed transaction are 
estimated not to exceed $2,200, including legal fees. 
The declaration states that no state commission and 
no federal commission, other than this Commission 
has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 19, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by the 
filing which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the declarant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the 
request. At any time after said date, the declaration, 
as filed or as it may be amended, may be permitted 
to become effective as provided in Rule 23 of the 
General Rules and Regulations promulgated under 
the Act, or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices or orders issued inthis matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21530/April 18, 1980 


In the Matter of 


SOUTHWESTERN ELECTRIC POWER COMPANY 
P.O. Box 21106 
Shreveport, Louisiana 71156 


(70-6448) 


NOTICE OF PROPOSED ISSUE AND SALE OF 
PREFERRED STOCK AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Southwestern 
Electric Power Company (“SWEPCO”), an electric 
utility subsidiary company of Central and South West 
Corporation (“CSW”), a registered holding company, 
has filed with this Commission a declaration 
pursuant to the Public Utility Holding Company Act 
of 1935 (“Act”), designating Sections 6(a) and 7 of 
the Act and Rules 42 and 50 promulgated 
thereunder as applicable to the proposed 
transaction. All interested persons are referred to 
the declaration, which is summarized below, for a 
complete statement of the proposed transaction. 


SWEPCO proposes to issue and sell, pursuant to the 
competitive bidding requirements of Rule 50, 
400,000 shares of its % Preferred Stock (“New 
Preferred Stock”), par value $100 per share, at not 
less than $100 per share nor more than $102.75 per 
share, with dividends to accrue thereon only from 
the date of issue. The annual dividend rate to be 
borne by the New Preferred Stock, the redemption 
prices thereof and the price to be paid to SWEPCO 
therefore will be determined through competitive 
bidding. It is proposed that the New Preferred Stock 
will enjoy protection against refunding for a five-year 
period through issuance of prior or parity securities 
at a lower cost of money to SWEPCO. 


The New Preferred Stock will be entitled to a 
mandatory sinking fund sufficient to retire up to a 
maximum of 20,000 shares (not to exceed 5% of the 
number of shares originally issued) of the New 
Preferred Stock on or prior to June 1 in each year 
beginning in 1985 at the sinking fund redemption 
price of $100 per share and unpaid accrued 
dividends. SWEPCO shall have a non-cumulative 
option to redeem through the sinking fund on or prior 
to June 1 in each year beginning in 1985 not more 
than the number of shares subject to the annual 
mandatory sinking fund requirement (not to exceed 
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5% of the number of shares originally issued). The 
redemption of such additional shares through the 
sinking fund will not reduce the sinking fund 
requirement in any subsequent year. Shares of the 
New Preferred Stock redeemed otherwise than 
through sinking fund or purchased by SWEPCO may 
be applied to satisfy the sinking fund of one or more 
of the June 1 dates. Shares redeemed through or 
applied to the sinking fund shall become authorized 
but unissued shares of undesignated preferred 
stock but may not be reissued as shares of the New 
Preferred Stock. 


The exact number of shares subject to the 
mandatory sinking fund will be supplied by 
amendment. The net proceeds to be derived by 
SWEPCO from the issue and sale of the New 
Preferred Stock, after deducting expenses of issue, 
will be used by SWEPCO to pay a portion of the 
outstanding short-term borrowings incurred to 


finance construction expenditures. SWEPCO will: 


have approximately $70,000,000 of ‘short-term 
borrowings outstanding at the date of issuance of the 
New Preferred Stock. No funds generated from the 
New Preferred Stock nor any of the borrowings 
retired thereby will be or have been utilized to pay 
the cost of facilities which would not be needed to 
provide service to customers of SWEPCO if it were 
not part of the CSW System, nor will any 
expenditures be made by SWEPCO for the 
construction or acquisition of any facility not so 
needed prior to the time all funds covered by this 
declaration have been expended. For the purposes 
of the foregoing representation, it is assumed that 
none of the facilities construction or acquisition of 
which would be part of any proposal forming the 
subject of the proceedings in Central and South West 
Corporation, et. al. (Admin. Proc. File No. 3-4951) 
would be needed to provide service to customers of 
SWEPCO if it were not part of the CSW System. 


Estimated construction and fuel exploration and 
development expenditures of SWEPCO total 
$172,000,000 for 1980, $204,000,000 for 1981, 
and $281,000,000 for 1982, respectively. 


The fees and expenses to be incurred in connection 
with proposed transaction are approximately 
$75,000. The legal fees and expenses of counsel for 
“the successful bidders of the New Preferred Stock 
are estimated at not to exceed $19,000 and $3,000, 
respectively. Such fees and expenses are to be paid 
by the successful bidders. It is stated that no state 
commission and no federal commission, other than 
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this Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 14; 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request.and the issues of fact or law raised by said 
declaration which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the declarants at the above-stated address, 
and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with 
the request. At any time after said date, the 
declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 


‘of the General Rules and Regulations promulgated 


under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this 


matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21531/April 22, 1980 


In the Matter of 


THE SOUTHERN COMPANY 
Atlanta, Georgia 


(70-6426) 


ORDER AUTHORIZING ISSUANCE OF COMMON 
STOCK PURSUANT TO EMPLOYEE SAVINGS PLAN; 
RESERVATION OF JURISDICTION 


The Southern Company (“Southern”), a registered 
holding company, has filed a declaration and an 
amendment thereto with this Commission pursuant 
to Sections 6(a) and 7 of the Public Utility Holding 
Company Act of 1935 (“Act”) and Rule 50(a)(5) 
promulgated thereunder regarding the following 
proposed transactions. 


Southern proposes to issue and sell from time to 
time through April 30, 1982, up to 8,500,000 shares 
of its authorized but unissued common stock, par 
value $5 per share (“Additional Common Stock”), 
pursuant to a Dividend Reinvestment and Stock 
Purchase Plan (“Dividend Plan”). Such shares 
herein proposed to be issued and sold would be in 
addition to the balance of 1,958,731 shares at 
December 31, 1979, remaining under the 
authorization granted by the Commission by order 
dated March 2, 1979 (HCAR No. 20941). Southern 
intends to apply the proceeds estimated not to 
exceed $106,250,000, from the sale for further 
equity investments in its operating subsidiaries as 
may be authorized by this Commission in separate 
filings (File No. 70-6414) and for other corporate 
purposes. 


The Additional Common Stock will be offered to all 
holders of Southern’s common stock pursuant tothe 
Dividend Plan, a voluntary plan whereby 
shareholders may elect to (1) have cash dividends 
on all of their shares of Southern common stock 
automatically reinvested in shares of such common 
stock at price equal to 95% of the average (“Market 
Price Average”), of the high and low sales prices of 
Southern’s common stock, as published in The Wall 
Street Journal in its NYSE Composite Transactions, 
on the dividend payment date, or (2) reinvest less 
than all their cash dividends in shares of Southern’s 
common stock at a price equal to 95% of the Market 
Price Average, or (3) reinvest all or less than all of 
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their cash dividends as described above and, in 
addition, make optional cash payments (not less 
than $25 per payment nor more than a total of 
$3,000 per quarter) to invest in shares of Southern’s 
common stock at a price equal to 100% of the Market 
Price Average, or (4) continue to receive cash 
dividends on all shares held and invest only optional 
cash payments. 


Cash dividends on shares credited to a participant's 
account under the Dividend Plan will be reinvested 
in shares of Southern’s common stock at a price 
equal to 95% of the Market Price Average. No shares 
will be sold under the Dividend Plan at less than the 
par value of such shares. The First National Bank of 
Atlanta currently administers the Dividend Plan and 
purchases the shares of Southern’s common stock 
under the Dividend Plan as agent for the 
participants. No service charge or commission will 
be.paid by participant in connection with purchases 
under the Dividend Plan. 


Participants will retain all voting rights relating to 
shares purchased under the Dividend Plan and 
cedited to their accounts, and shares will be voted in 
accordance with the instructions of the participant 
to whose account they are credited. A participant will 
be able to withdraw from the Dividend Plan at any 
time upon written notice. Upon withdrawal, the 
participant will be issued without charge, a 
certificate for the number of shares credited to his 
account and will receive a cash payment for the 
value of any fractional share. Without withdrawing 
from the Dividend Plan, a participant will be entitled 
to demand and receive a certificate representing the 
full shares of common stock credited to his account. 
Southern reserves the right to suspend, modify 
(subject to Commission approval), or terminate the 
Dividend Plan at any time. 


Southern also proposes to issue and sell from time to 
time through April 30, 1982 a maximum of 
1,500,000 shares of its authorized but unissued 
common stock, par value $5 per share, (“New 
Stock”) pursuant to the Employee Savings Plan for 
The Southern Company System (the “Savings 
Plan”). Southern proposes to apply the proceeds 
from the sale of the New Stock (estimated not to 
exceed approximately $18,750,000) to such further 
equity investments in its operating subsidiaries as 
may be authorized by this Commission in separate 
filings (See File No. 70-6414) and for other corporate 
purposes. 
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The New Stock will be offered to employees of 
Southern’s subsidiaries pursuant to the Savings 
Plan, a voluntary plan under which employees may 
contribute, through payroll deductions, not less than 
2% nor more than 12% of their compensation (base 
salary or wages). Each employing company will 
contribute, on behalf of each of the Savings Plan 
members in its employ, an amount equal to 50% of 
such of the member's contributions as are not in 
excess of 6% of the member’s compensation. The 
First National Bank of Atlanta acts as Trustee for the 
trust which is part of the Savings Plan, and the 
Savings Plan is administered by the Savings Plan 
Committee, the members of which are appointed by 
the Board of Directors of Southern Company 
Services, Inc. 


An employee is eligible to participate in the Savings 
Plan if: (a) he is at least 21 years of age and (b) he has 
completed at least one year of service (in which he 
has completed, at least 1,000 hours of service) with 
one or more Southern subsidiaries. Any employee 
represented by a collective bargaining agent may 
not participate in the Savings Plan unless the 
representatives of his bargaining unit and the 
employing company mutually agree to participation 


in the Savings Plan by members of the bargaining 
unit. 


Each Savings Plan member must direct that his 
contributions be invested in one or more of three 
funds: (1) Company Stock Fund—consisting of 
Southern’s common stock; (2) Equity Fund— 
consisting of common or capital stocks and 
securities convertible into common or capital stock 
(other than securities issued by or convertible into 
securities issued by Southern or any of its 
subsidiaries), short-term investments, and 
investments in certain commingled trust funds; (3) 
Fixed Income Fund—consisting of direct obligations 
of the U.S. Government and its agencies, corporate 
bonds, debentures, notes, certificates of 
indebtedness, evidences of indebtedness of 
Southern or its subsidiaries of affiliates, savings 
account deposits, and investments in certain 
commingled trust funds. All employing company 
contributions are invested in the Company Stock 
Fund. 


The amount to the credit of a member’s account 
attributable to his own contributions is fully vested in 
the member at all times. Amounts attributable to 
employing company contributions are fully vested in 
the member upon his death or retirement pursuant 
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to the pension plan of his employing company. Prior 
to those events, the amount to the credit of a 
member’s account attributable to employing 
company contributions is vested in the member in 
accordance with a schedule which begins with a 
50% vesting after five years of service and increases 
by 5% with each year of service thereafter, until after 
15 years of service, these amounts are fully vested. 
Any amounts not vested upon a member's 
termination of employment are forfeited and will be 
applied as a credit to reduce subsequent 
contributions of the employing company. 


The Trustee will vote the shares of common stock of 
Southern held by it in accordance with written 
directions received from the individual members on 
whose behalf such shares are held and will not vote 
any such shares for which voting instructions are not 
received. The Trustee has the authority to vote all 
other securities in its discretion. 


The Board of Directors of Southern Company 
Services, Inc. has the right to amend or terminate the 
Savings Plan in whole or in part. Any employing 
company may, by action of its board of directors and 
approval by the Board of Directors of Southern 
Company Services, Inc., suspend or terminate the 
making of contributions of members in the employ 
of such employing company and of contributions by 
such employing company. In the event of 
termination or partial termination or upon complete 
discontinuance of contributions under the Savings 
Plan by all employing companies or by any one 
employing company, the amount to the credit of the 
accounts of each member whose employing 
company shall be affected by such termination or 


discontinuance shall become nonforfeitable and will 


be distributed to the member as soon as practicable 
after such termination or discontinuance. 


Fees and expenses to be incurred in connection with 
the proposed transactions are estimated at 
$205,475, including printing fees of $65,000, legal 
fees of $25,000, accounting fees of $6,500, New 
Stock Exchange listing fees of $25,000, services of 
Southern Company Services, Inc., of $5,000 and 
filing fees of $21,975. No state or federal 
commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith with respect 
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to the issuance of up to 1,500,000 shares of 
Southern’s common stock pursuant to the System’s 
Employee Savings Plan, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


IT 1S FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the issuance of up 
to 8,500,000 shares of Southern’s common stock 
pursuant to Southern’s Dividend Reinvestment and 
Stock Purchase Plan pending completion of the 
record with respect to that transaction. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21532/April 22, 1980 


In the Matter of 


MIDDLE SOUTH UTILITIES, INC. 
New Orleans, Louisiana 


(70-6429) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
COMMON STOCK AT COMPETITIVE BIDDING 


Middle South Utilities, Inc. (“Middle South”), a 
registered holding company, has filed a declaration 
and amendments thereto with this Commission 
pursuant to Sections 6(a) and 7 of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 50 
promulgated thereunder regarding the proposed 
transaction. 


Middle South proposes to issue and sell, subject to 
the competitive bidding requirements of Rule 50 
under the Act, up to 7,000,000 authorized but 
unissued shares of its common stock, $5 par value, 
to underwriters or investment bankers who will 
promptly make a public offering thereof. The net 
proceeds to be derived from the sale of the common 
stock (presently estimated to be approximately 
$91,000,000) will be applied toward the reduction of 
Middle South’s then outstanding bank loans, 
pursuant to the credit agreement between Middle 


1258/SEC DOCKET 


South and various commercial banks, dated as of 
June 29, 1979. The amount of outstanding bank 
loans was $176,000,000 at April 14, 1980. Proceeds 
derived from bank borrowings are used to make 
investments in certain of Middle South’s subsidiary 
companies which apply such funds to construction, 
acquisition of property or retirement of short-term 
indebtedness. 


The consolidated capitalization of Middle South and 
its subsidiaries as of December 31, 1979, was as 
follows: 


Common Stock 

Paid-in surplus 

Retained earnings 
Subsidiaries preferred stock 
Subsidiaries long-term debt 


$452,165,000 
630,450,000 
581,445,000 
524,474,000 
3,017,816,000 
$5,206, 350,000 





These amounts include term bank notes and first 
mortgage bonds issued by Middle South Energy, Inc. 
(“MSEI”), a wholly-owned subsidiary of Middle South 
whose sole function, at present, is to construct 
Grand Gulf Electric Generating Units No. 1 and No. 2 
near Port Gibson, Mississippi. As of December 31, 
1979 such bank notes due December 31, 1985 
amounted to $547 million under an $808 million 
revolving loan agreement. MSEI then also had 
outstanding $400 million principal amount of its first 
series of first mortgage bonds due 1989. Such bonds 
are held by a group of insurance companies. In 
January, 1980 MSEI entered into an agreement with 
a group of insurance companies under which it will 
issue and sell onor priorto July 1, 1980 an additional 
$98.5 million principal amount of first mortgage 
bonds due 2000. Its common equity, supplied by 
Middle South, was about $385 million. Under a 
Capital Funds Agreement, Middle South is obligated 
to supply MSEI’s capital requirements, except to the 
extent it is obtained by MSEI from other sources. 


MSEI has covenanted with its bondholders and with 
holders of its bank notes that Grand Gulf Unit No. 1 
will be placed in commercial operation no later than 
December 31, 1982, and, with the bondholders, that 
Grand Gulf Unit No. 2 will be placed in commercial 
operation no later than December 31, 1986. If either 
of these covenants is not fulfilled or if MSE! defaults 
with respect to either the bonds or the bank 
borrowings, MSEI’s outstanding obligations will 
become due and payable by MSEI and by Middle 
South under its Capital Funds Agreement, unless 
extensions of time can be arranged. MSE! has 
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assigned, as security, to the banks and tothe trustee 
for the bondholders its rights under its Availability 
Agreement with Middle South’s five electric utility 
subsidiaries. It provides that no later than December 
31, 1982, the operating companies will begin paying 
MSEI such amounts as will be at least equal to 
MSEl’s operating expenses or an equivalent amount, 
if Unit No. 1 is not in operation, including MSEI’s 
interest charges and depreciation expense. 


The fees, commissions and expenses to be incurred 
in connection with the proposed transaction are 
estimated at $175,000, including legal fees of 
$50,000 and accounting fees of $15,500. The fee of 
counsel for the purchasers of the stock is estimated 
at $30,000 and will be paid by the successful 
bidders. It is stated that no state or federal regulatory 
authority, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21502), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
declaration, as amended, be, and it hereby is, 
permitted to become effective forthwith, subject to 
the terms and conditions prescribed in Rule 24 
promulgated under the Act. 


For the Commission, by the Corporate Regulation, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





Volume 19, No. 18, May 6, 1980 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21533/April 22, 1980 


In the Matter of 


OHIO POWER COMPANY 
Canton, Ohio 


(70-6397) 


ORDER AUTHORIZING SALE AND LEASEBACK OF 
RIVER TRANSPORTATION HEADQUARTERS AND 
REPAIR FACILITY 


Ohio Power Company (“Ohio Power”), an electric 
utility subsidiary of American Electric Power 
Company, Inc. (“AEP”), a registered holding 
company, has filed with this Commission an 
application and amendments thereto pursuant to 
Sections 9 and 10 of the Public Utility Holding 
Company Act of 1935 (“Act”) concerning the 
following proposed transactions. 


Franklin Real Estate Company (“Franklin”), a real 
estate subsidiary of AEP, has caused the 
construction of a river transportation headquarters 
and repair facility (“Facility”), completed in 1977 on 
the northeastern bank of Ohio River near Lakin, West 
Virginia, with funds furnished by Ohio Power. The 
Facility replaced a smaller AEP system river 
transportation operating headquarters and 
maintenance facilities, constructed in 1958, which 
were located on the Kanawha River at Cedar Grove, 
West Virginia. The Cedar Grove facilities were felt to 
be inadequate to handle the AEP system’s expanded 
towing fleet for coal transportation, which fleet was 
augmented by the acquisition of 11 towboats and 
248 river barges in 1976 and 1977. The Facility is 
designed to handle the increased supervision, 
operating personnel, maintenance and storeroom 
requirements of the expanded river transportation 
system. 


It is proposed that Franklin sell the Facility to Mosley 
Associates Limited Partnership (“Mosley”), and that 
Franklin lease to Mosley the surface land 
thereunder. Mosley will then immediately lease the 
Facility and sublease the surface land thereunder to 
Ohio Power. The principal components of the Facility 
to be sold and leased back include the following: a 
shore based service building and related 
equipment; and water supply and fire protection 
system; roadways and parking area; piling dock 
cells, including mooring rings and hardware; two 
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access bridges to the dock facilities; and floating 
service building and related equipment; a 2,000 ton 
floating dry dock; a 50 ton barge-mounted floating 
derrick; a tug converted towboat; and a fender barge. 


The surface land underlying the Facility (two tracts 
comprising approximately 14.71 acres) and certain 
easements relating thereto (“Land and Easements”) 
would be leased by Franklin to Mosley pursuant to a 
net ground lease (“Ground Lease”) for a primary 
term of 25 years, with up to four 5-year extended 
terms at lessee’s option, at a basic annual rent of 
$30,000 per year, payable quarterly. The Facility 
would be sold by Sranklin to Mosley for a price of 
$4,100,000. The original cost of the Facility 
(exclusive of the Land and Easements) was 
approximately $3,661,000. The proceeds of the sale 
will be used by Franklin to repay Ohio Power for 
funds advanced for construction and other costs. 


The Facility and Land and Easements would then be 
respectively leased and subleased by Mosley to Ohio 
Power pursuant to a Lease and Sublease Agreement 
for a primary term of 25 years, with up to four 5-year 
extended terms at lessee’s option. There would be an 
initial term from the closing date to the end of the 
calendar quarter in which the closing occurs at a 
rent of $1,167.36 per day (based on a purchase 
price of $4,100,000 for the Facility). The basic 
annual rental during the primary term, payable 
quarterly in arrears, would be an annual constant 
amount equal to the following applicable percentage 
of the purchase price of the Facility: 5.966% for years 
one through five; 10.43% for years six through ten; 
12.36% for years eleven through fifteen; and 13.11% 
for years sixteen through twenty-five. On a present 
value basis, the implicit annual equivalent interest 
cost to Ohio Power of its rental payments during the 
25 year primary term is approximately 8.31%. 


Under the Lease and Sublease Agreement the lessee 
will retain any investment tax credit. If the lessee 
exercises any option to extend, the rent will be the 
annual fair rental value as of the date of 
commencement of the extended term, payable 
quarterly, except that the annual rental during the 
first 5-year extended term will not exceed 11.37% of 
the purchase price of the Facility. If the lessee 
exercises its option for such first extended term, 
lessor may require iessee to prepay acertain portion 
of such five years rent. The lease will be a net lease, 
under which Ohio Power will also be responsible for 
the performance of all obligations of Mosley under 
the Ground Lease. Ohio Power may, at the end of the 
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primary term or any extended term, purchase the 
Facility and Mosley’s leasehold estate under the 
Ground Lease at a price equal to their fair market 
value, except that if such option is exercised at the 
end of the primary term, the minimum price would 
be 15% of the Lessor’s cost of the Facility. The Lease 
and Sublease Agreement, also contains provisions 
related to termination by reason of uneconomical 
use, defaults and other matters. 


Approximately 95% of the purchase price of the 
Facility will be loaned to Mosley by Bankers Life 
Company, whose loan will be secured by a deed of 
trust encumbering the interests of Mosley in the 
Facility and in the leases. 


It is stated that since the Facility and underlying land 
provide essential support for barge coal deliveries to 
AEP system plants to which coal deliveries are made 
in part or completely by barge, the lease costs will be 
allocated to the AEP system operating companies 
which benefit from such operations. The costs of 
operating the Facility, including leasing charges, will 
be allocated in proportion to the direct costs of 
barging movements (mainly the costs of leasing, 
operating, and maintaining the river towboats and 
barges used in specific coal deliveries). Ohio Power 
consents to a reservation of jurisdiction with respect 
to the accounting for and allocation of transportation 
charges to its affiliates in connection with ‘the 
Facility. 


The record is incomplete with respect to the fees and 
expenses to be incurred in connection with the 
proposed transactions. No state commission and no 
federal commission, other than this Commission, 
has jurisdiction over the proposed transactions. 


Due notice of the filing of said application has been 
given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21480), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
application, as amended, be granted: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application, as amended, be, and it hereby is, 


granted forthwith, subject to the terms and 
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conditions prescribed in Rule 24 promulgated under 
the Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to (1) the fees and 
expenses to be incurred in connection with the 
proposed transactions, and (2) the accounting for 
and allocation of transportation charges to Ohio 
Power's affiliates in connection with the Facility. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21534/April 23, 1980 


In the Matter of 


NATIONAL FUEL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


SENECA RESOURCES CORPORATION 
10 Layfayette Square 
Buffalo, New York 14203 


(70-6241) 


NOTICE OF POST-EFFECTIVE AMENDMENT 
REGARDING PROPOSED ISSUANCE AND SALE OF 
SHORT-TERM NOTES TO BANK BY SUBSIDIARY 
COMPANY AND GUARANTY THEREOF BY HOLDING 
COMPANY 


NOTICE IS HEREBY GIVEN that National Fuel Gas 
Company (‘National’), a registered holding 
company, and one of its wholly-owned subsidiary 
companies, Seneca Resources Corporation 
(“Seneca”), have filed with this Commission a 
further post-effective amendment to the declaration 
in this proceeding pursuant to Sections 6(a), 7, and 
12(b) of the Public Utility Holding Company Act of 
1935 (“Act”) and Rule 45 promulgated thereunder 
regarding the following proposed transactions. All 
interested persons are referred to the amended 
declaration, which is summarized below, for a 
complete statement of the proposed transactions. 
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By orders in this proceeding dated February 2, 1979, 
and January 30, 1980 (HCAR Nos. 20911 and 
21415), Seneca was authorized to issue and sell not 
to exceed $20,000,000 of short-term notes 
outstanding at any one time to Houston National 
Bank, such notes to be unconditionally guaranteed 
by National. In accordance therewith, Seneca 
currently has $19,100,000 of short-term borrowings 
outstanding pursuant to a note issued under a loan 
agreement, which note becomes due on October 31, 
1980. Payment of principal and interest on the note 
is unconditionally guaranteed by National. 


Seneca and National now request that the amount of 
the proposed notes be increased to $25,000,000 
and that authorization for the issuance and sale of 
the notes, and the guarantee by National, be 
extended for a period of 74% months. Any new note 
issued, or any outstanding note of which the maturity 
date is extended, shall mature not later than June 
15, 1981. The other terms and conditions with 
respect to the increased line of credit will remain the 
same, except as the loan agreement is amended as 
proposed below. The interest rate on any note issued 
pursuant to the loan agreement will continue to be 
the prime rate of interest at the bank, and National 
will continue to unconditionally guarantee payment 
of principal and interest on any such notes issued. 


Effective as of March 1, 1980, the bank has agreed to 
amend the loan agreement so that Seneca will be 
required to maintain an Average Daily Available 
Balance equal to 10% of the amount of funds 
available under the loan agreement. The change will 
reduce the effective cost of borrowing for Seneca. 
Seneca also intends to amend the loan agreement so 
that any outstanding note, plus any new notes issued 
pursuant to the loan agreement, would be secured 
with a portion of Seneca’s hardwood timber acreage 
located in the State of Pennsylvania. The reason for 
this change relates to Seneca’s 20% unsecured 
borrowing limitation. Finally, the loan agreement is 
to be amended to change the procedure for 
calculating the interest rate because of the 
maximum allowable interest rate under Texas law. 


It is stated that the increase in the line of credit to 
$25,000,000 is needed to provide working capital for 
Seneca and that the extension of the period of 
borrowings is necessary, because the issuance of 
long-term notes under present market conditions 
would not be in Seneca’s or National’s best interest. 


It is stated that no state or federal commission, other 
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than this Commission, has jurisdiction over the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 21, 1980, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such 
request, and the issues of fact or law raised by said 
post-effective amendment to the declaration which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
declarants at the above-stated addresses, and proof 
of service (by affidavit or, in case of an attorney at 
law, by certificate) should be filed with the request. 
At any time after said date, the declaration, as now 
amended or as it may be further amended, may be 
permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21535/April 24, 1980 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
Pittsburgh, Pennsylvania 


CNG PRODUCING COMPANY 
New Orleans, Louisiana 


(70-6391) 


ORDER AUTHORIZING ACQUISITION OF OIL AND 
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GAS LEASEHOLDS AND MINERAL RIGHTS FROM 
NON-AFFILIATE 


Consolidated Natural Gas Company (‘“Con- 
solidated”), a registered holding company, and CNG 
Producing Company (“CNG Producing”), a wholly- 
owned gas exploration and development subsidiary 
of Consolidated have filed post-effective 
amendments to an application-declaration 
previously filed with this Commission pursuant to 
Sections 6, 7, 9(a), 10, 12(b) and 12(f) of the Public 
Utility Holding Company Act of 1935 (“Act”) and 
Rules 43, 45 and 50 promulgated thereunder 
regarding the proposed transaction. 


By order dated February 6, 1980 (HCAR No. 21425) 
CNG Producing was authorized to acquire certain 
properties (“Properties”) from Hidalgo-Willacy Oil 
Company (“Hidalgo”) and further authorized 
Consoiidated to deliver to CNG such number of 
shares of its authorized but unissued common stock 
whose market value would, in the aggregate, have 
equaled $7,000,000. CNG Producing, in turn, would 
have: (i) delivered such shares of Hidalgo for 
distribution to the shareholders of Hidalgo, in 
exchange for the Properties and (ii) delivered to 
Consolidated in consideration for the Consolidated 
stock 70,000 shares of its own common stock, $100 
par value, at the par value thereof. 


Since the issuance of the Commission’s order, the 
terms and conditions proposed for the acquisition of 
the properties have, at the instance of Hidalgo and 
its shareholders, been renegotiated. Under the 
revised terms of the contract, CNG Producing would 
acquire all of the authorized and outstanding stock 
of Hidalgo in exchange for an aggregate of $7.6 
million in cash and CNG Producing promissory 
installment notes. Consolidated is not a party to the 
contract. The notes will mature no later than January 
2, 1982 and will bear interest equal to the prime 
commercial lending rate at Chase Manhattan Bank, 
N.A., New York, N.Y., in effect from time to time. At 
least 50% of such consideration is expected to be in 
cash; however, under the terms of the renegotiated 
contract, the exact amount of cash and notes 
required to be delivered will not be known to CNG 
Producing until a date not less than 15 days prior to 
closing. Any cash required by CNG Producing to 
purchase the Hidalgo stock will be advanced to it by 
Consolidated. Since the Hidalgo stockholders now 
have a taxable transaction, a new purchase price of 
$7,600,000 was negotiated, an increase of 
$600,000. 
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Inasmuch as the revised contract calls for CNG 
Producing to acquire the stock of Hidalgo, Hidalgo 
will, prior to closing, have disposed of all of its 
properties other than those intended to be acquired 
by CNG under the original proposed contract. 
Simultaneously with the closing or promptly 
thereafter, Hidalgo will be merged into CNG 
Producing, CNG Producing being the surviving 
corporation, and the outstanding Hidalgo stock 
cancelled. Through this vehicle, CNG Producing will 
become owner of all the properties originally sought. 


The fees, commissions and expenses to be incurred 
in connectioin with the proposed transaction are 
estimated at $164,000, including mineral 
consultant’s fee of $80,000, service charge of 
Consolidated Natural Gas Service Company of 
$30,000 for services performed at cost, and legal 
fees of $13,100. It is stated that no state or federal 
regulatory authority, other than this Commission, 
has jurisdiction over the proposed transaction. 


Due notice of the filing of said post-effective 
amendments to said application-declaration has 
been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 21503), and 
no hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
application-declaration, as amended, be granted 
and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application-declaration, as amended, be, and it 
hereby is, granted and permitted to become 
effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 21536/April 24, 1980 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 


(70-6362) 


ORDER AUTHORIZING PROPOSED CHANGES IN 
SHORT-TERM BORROWING 


Indiana & Michigan Electric Company, (“l&M”), an 
electric utility subsidiary company of American 
Electric Power Company, Inc. (“AEP”), a registered 
holding company, has filed with this Commission a 
post-effective amendment to its application 
previously filed and amended pursuant to Section 
6(b) of the Public Utility Holding Company Act of 
1935 (“Act”) and Rules 50(a)(2) and 50(a)(5) 
promulgated thereunder concerning the following 
proposed transaction. 


By prior order in this proceeding (HCAR No. 21366, 
December 28, 1979), |&M was authorized to issue 
and sell notes to banks and commercial paper to a 
dealer in an aggregate amount not to exceed 
$150,000,000, such notes and commercial paper 
maturing no later than June 30, 1981. By 
supplemental order in this proceeding (HCAR No. 
21444, February 21, 1980), 1&M was authorized to 
(1) add the Marine Midland Bank, New York, N.Y. as 
one of the banks which is extending to |&M a line of 
credit; (2) increase the line of credit at Mellon Bank, 
N.A., Pittsburgh, P.A. from $9,000,000 to 
$20,000,000 and (3) change its credit 
arrangements to total $329,655,000 with 43 banks. 
The previously ordered limit of $150,000,000 on 
outstanding notes was not changed. 


By post-effective amendment I&M proposes to 
amend its application by: (1) increasing its credit 
arrangements with 43 banks to total $344,655,000; 
(2) increasing the line of credit at Irving Trust 
Company from $10,000,000 to $25,000,000 and; 
(3) incurring short-term indebtedness in an 
aggregate amount not to exceed $200,000,000. It is 
stated that the authorization for an increase in the 
maximum amount of short-term debt outstanding 
from $150,000,000 to $200,000,000 is necessary 
because it appears that Kentucky Power Company, 
an affiliate of 1&M, will not be authorized to acquire 
an interest in the Rockport Plant before the end of 
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1980 (see File No. 70-6198). An increase in the 
maximum amount of short-term debt outstanding 
will allow for greater financing flexibility. 


For purposes of borrowing, the 43 banks are of three 
classes. Each note to be issued to a Class | bank will 
mature not more than 270 days after the date of 
issuance or renewal thereof, and will be prepayable 
at any time without penalty. I&M’s_ credit 
arrangements with these banks require it to 
maintain compensating balances equal to a 
percentage of the line of credit made available by the 
bank plus a percentage of any amount actually 
borrowed, generally not in excess of 10% of the line 
of credit and 10% of the amount borrowed. 
Borrowings from a Class | bank would generally bear 
interest at an annual rate not greater than the bank’s 
prime commercial rate in effect from time to time. 


Each note to be issued to a Class II bank will mature 
not more than 270 days after the date of issuance or 
renewal thereof, and will be prepayable by |&M at 
any time without premium or penalty. |&M’s crecit 
arrangements with these banks require it to 
maintain compensating balances of 5% of the line of 
credit and to pay a fee, which is equal to 4% of the 
bank’s prime commercial rate then in effect times 
the size of the line. The combination of 5% 
compensating balances and the fee is generally 
equivalent to compensating balances not in excess 
of 10% of the line of credit made available. In 
addition, |&M must pay interest on the borrowings at 
the rate of up to 108.5% of the bank’s prime 
commercial rate then in effect. In the case of one 
bank, borrowings may be made in Eurodollars; the 
interest rate on such borrowings will be a designated 
percent of the London Interbank Offering Rate. The 
total cost of borrowings from Class il banks would 
not be greater than the effective rate for borrowings 
bearing interest at the prime rate with compensating 
balances equal to 10% of the line of credit and 10% 
of the amount borrowed. It is stated that if the 
balances maintained and the fees paid by |&M with 
and to the Class | and II banks were maintained and 
paid solely to fulfill requirements for borrowings by 
1&M, the effective annual interest cost under either 
such arrangement, assuming full use of the line of 
credit, would not exceed 125% of the prime 
commercial rate in effect from time to time, or not 
more than 23.75% on the basis of a prime 
commercial rate of 19%. 


With respect to the Class III banks, |&M has money 
market facilities at each of two named banks in an 
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aggregate amount of $20,000,000. These money 
market facilities do not represent a _ formal 
commitment or engagement by these banks to |&M, 
but represent merely the ability of I&M to request 
unsecured borrowings in the form of promissory 
notes, on a case-by-case basis. These money market 
facilities are available for unsecured borrowings in 
domestic dollars and/or in Eurodollars for periods of 
up to 180 days after the date of issuance, and any 
such borrowings will be prepayable by |&M at any 
time without premium or penalty. No compensating 
balances are required. The interest rate which is 
presently to be negotiated on a case-by-case basis 
(using a 360 day year), is pegged to either the 
London Interbank Offering Rate plus a designated 
percent, if the borrowings are made in Eurodollars, 
or to a designated percent of the bank’s prime rate, if 
the borrowings are made in domestic dollars. It is 
stated that interest rates on these notes will be lower 
than the effective interest rates for bank borrowings 
made from Class | and II banks, including the effect 
of any compensating balances and fees paid. 


|&M also proposes to issue commercial paper, inthe 
form of promissory notes, in denominations of not 
less than $50,000 nor more than $5,000,000, of 
varying maturities, with no maturity more than 270 
days after the date of issue; such notes will not be 
prepayable prior to maturity. The commercial paper 
notes will be sold directly by 1&M to Lehman 
Commercial Paper Incorporated (the “Dealer”) at a 
discount rate not in excess of the discount rate per 
annum prevailing at the time of issuance for 
commercial paper of comparable quality and 
maturity. No commercial paper will be issued having 
a maturity of more than 90 days if such commercial 
paper would have an effective interest cost which 
exceeds the effective interest cost at which |&M 
could borrow from commercial banks. The Dealer 
will reoffer the commercial paper notes to not more 
than 200 of the Dealer’s customers identified and 
designated in a nonpublic list prepared by the Dealer 
in advance, at a discount rate of 1/8 of 1% less than 
the discount rate at which such notes were 
purchased from l&M. It is expected that such 
customers will hold such commercial paper notes to 
maturity, but if any such customer wishes to resell 
such commercial paper prior to maturity, the Dealer, 
pursuant to a verbal repurchase agreement, will 
repurchase such commercial paper and reoffer it to 
other customers on its nonpublic list. 


1&M claims exemption from competitive bidding 
requirements of Rule 50 for the proposed issuance 
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of notes to banks pursuant to paragraph (a)(2) 
thereof and requests exemption from such 
requirements for the proposed issue and sale of its 
commercial paper pursuant to paragraph (a)(5)(ii) 
thereof. 


The fees and expenses to be incurred in connection 
with the proposed transaction will not exceed $100. 
No state commission and no federal commission, 
other than this Commission, has jurisdiction overthe 
proposed transaction. 


Due notice of the filing of said post-effective 
amendment to the application has been given in the 
manner prescribed in Rule 23 promulgated under 
the Act (HCAR No. 21489), and no hearing has been 
requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found 
that the applicable standards of the Act and the rules 
thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors 
and consumers that said application, as amended, 
be granted: 


IT IS ORDERED, pursuant to the applicable 
provisions of the Act and rules thereunder, that said 
application, as amended by said post-effective 
amendment, be, and it hereby is, granted forthwith, 
subject to the terms and conditions prescribed in 
Rule 24 promulgated under’ the Act, except that 
certificate thereunder shall be filed quarterly. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11134/April 18, 1980 


In the Matter of 


DREYFUS TAX EXEMPT MONEY MARKET 
FUND, INC. 

600 Madison Avenue 

New York, New York 10022 


(812-4605) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANT FROM THE PROVISIONS 
OF SECTION 2(a)(41) AND RULES 2a-4 AND 22c-1 
THEREUNDER 


NOTICE IS HEREBY GIVEN that Dreyfus Tax Exempt 
Money Market Fund, Inc. (“Applicant”), an open- 
end, diversified management investment company 
registered under the Investment Company Act of 
1940 (“Act”), filed an application on January 31, 
1980, and an amendment thereto on April 4, 1980, 
requesting an order of the Commission, pursuant to 
Section 6(c) of the Act, exempting Applicant from 
the provisions of Section 2(a)(41) of the Act and 
Rules 2a-4 and 22c-1 thereunder, to the extent 
necessary to permit Applicant to compute its net 
asset value per share using the amortized cost 
method of valuation. All interested persons are 
referred to the application on file with the 
Commission for a statement of the representations 
contained therein which are summarized below. 


Applicant states that a registration statement on 
Form N-1 under the Securities Act of 1933 has been 
filed with the Commission, but has not yet become 
effective. Applicant states that its investment 
objective is the maximization of current income 
exempt from federal income taxes to the extent 
consistent with preservation of capital and 
maintenance of liquidity. Applicant further states 
that it will provide a means of investing short-term 
funds where direct purchases of tax exempt 
securities may be undesirable or impractical. 


Applicant represents that it may invest exclusively in 
a variety of the following instruments: debt 
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obligations issued by state or municipal 
governments and public authorities; securities sold 
by state or municipal government and public 
authorities as interim financing in anticipation of tax 
collections, revenue receipts or bond sales; Project 
Notes which are, secured by the full faith and credit 
of the United States; and commitments to purchase 
the above described securities on a “when-issued” 
basis. The application states that Applicant's 
portfolio must consist of obligations maturing within 
one year and that the dollar-weighted average of 
Applicant's portfolio will be 120 days or less. 
Applicant states that the original maturity of its 
portfolio securities may be in excess of one year if, at 
the time of purchase, the remaining time to maturity 
is less than one year. According to the application, 
debt obligations in Applicant's portfolio will be 
limited to those backed by the full faith and credit of 
the United States, or rated at least Aa, MIG-1 or MIG- 
2 by Moody’s Investors Services, Inc., or at least AA 
by Standard & Poor’s Corporation. Applicant states 
that notes which are not rated will be purchased only 
if the issuer's bond rating is at least Aa as 
determined by Moody’s Investors Services, Inc., or at 
least AA by Standard & Poor’s Corporation. 


As here pertinent, Section 2(a)(41) of the Act defines 
value to mean: (1) with respect to securities for 
which market quotations are readily available, the 
market value of such securities, and (2) with respect 
to other securities and assets, fair value as 
determined in good faith by the board of directors. 
Rule 22c-1 adopted under the Act provides, in part, 
that no registered investment company or principal 
underwriter therefor issuing any redeemable 
security shall sell, redeem or repurchase any such 
security except at a price based on the current net 
asset value of such security which is next computed 
after receipt of a tender of such security for 
redemption or of an order to purchase or to sell such 
security. Rule 2a-4 adopted under the Act provides, 
as here relevant, that the “current net asset value” of 
a redeemable security issued by a registered 
investment company used in computing its price for 
the purposes of distribution and redemption shall be 
an amount which reflects calculations made 
substantially in accordance with the provisions of 
that rule, with estimates used where necessary or 
appropriate. Rule 2a-4 further states that portfolio 
securities with respect to which market quotations 
are readily available shall be valued at current 
market value, and that other securities and assets 
shall be valued at fair value as determined in good 
faith by the board of directors of the registered 
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company. Prior to the filing of the application, the 
Commission expressed its view that, among other 
things: (1) Rule 2a-4 under the Act requires that 
portfolio instruments of “money market” funds be 
valued with reference to market factors, and (2) it 
would be inconsistent, generally, with the provisions 
of Rule 2a-4 for a “money market” fund to value its 
portfolio instruments on an amortized cost basis 
(Investment Company Act Release No. 9786, May 
31, 1977). 


Applicant states that experience indicates that two 
features are helpful in attracting investment in a 
fund such as the Applicant: (1) stability of principal 
and (2) steady flow of investment income. Applicant 
asserts that by maintaining a portfolio of high quality 
tax exempt instruments of short maturities, it can 
provide these features to investors. According to the 
application, experience in the management of other 
funds has shown that, given the nature of Applicant’s 
policies and operations, there will normally be a 
negligible discrepancy between prices obtained by 
the amortized cost method and those obtained by a 
market valuation method. Applicant represents that 
its board of directors has determined in good faith, in 
light of the characteristics of the Applicant, that the 
amortized cost method of valuing portfolio securities 
is appropriate and preferable for the Applicant and 
reflects fair value of such securities. Accordingly, 
Applicant requests exemptions from Section 
2(a)(41) of the Act and Rules 2a-4 and 22c-1 
thereunder to the extent necessary to permit 
Applicant to value its portfolio by means of the 
amortized cost method of valuation. 


Section 6(c) of the Act provides, in pertinent part, 
that the Commission, by order upon application, 
may conditionally or unconditionally exempt any 
person, security or transaction, or any class or 
classes of persons, securities or transactions, from 
any provision under the Act or any rule or regulation 
thereunder, if and to the extent that such exemption 
is necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


Applicant expressly consents to the imposition of the 
following conditions in any order granting the relief it 
requests: 


(1) In supervising the Fund’s operations and 


delegating special responsibilities involving 
portfolio management to the Applicant’s investment 
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adviser, the Applicant’s board of directors 
undertakes—as a particular responsibility within the 
overall duty of care owed to its shareholders—to 
establish procedures reasonably designed taking 
into account current market conditions and the 
Applicant’s investment objectives, to stabilize the 
Applicant's net asset value per share, as computed 
for the purpose of distribution, redemption and 
repurchase at $1.00 per share. 


(2) Included within the procedures to be adopted by 
the board of directors shall be the following: 


(a) Review by Applicant’s board of directors, as it 
deems appropriate and at such intervals as are 
reasonable in light of current market conditions, to 
determine the extent of deviation, if any, of the net 
asset value per share as determined by using 
available market quotations from the Fund’s $1.00 
amortized cost price per share, and maintenance of 
records of such review.! 


(b) In the event such deviation from the $1.00 
amortized cost price per share exceeds 1/2 of 1%, 
Applicant's board of directors will promptly consider 
what action, if any, should be initiated. 


(c) Where Applicant’s board of directors believes the 
extent of any deviation from the Applicant’s $1.00 
amortized cost price per share may result in material 
dilution or other unfair results to investors or existing 
shareholders, it shall take such action as it deems 
appropriate to eliminate or to reduce to the extent 
reasonably practicable such dilution or unfair 
results, which action may include: redemption of 
shares in kind, the sale of portfolio securities prior to 
maturity to realize capital gains or losses, or to 
shorten the Applicant’s average portfolio maturity; 
withholding dividends; or utilizing a net asset value 
per share as determined by using available market 
quotations. 


(3) Applicant will maintain a dollar-weighted 
average portfolio maturity appropriate to its 





1To fulfill this condition, Applicant will use actual 
quotations or estimates of market value reflecting 
current market conditions selected by its board of 
directors in the exercise of its discretion to be 
appropriate indicators of value, which may include, 
inter alia, (1) quotations or estimates of market value 
for individual portfolio instruments, or (2) values 
obtained from yield data relating to classes of money 
market instruments furnished by reputable sources. 
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objective of maintaining a stable net asset value per 
share; provided, however, that Applicant will not (a) 
purchase any instrument with a remaining maturity 
at the date of acquisition of greater than one year, or 
(b) maintain a dollar-weighted average portfolio 
maturity in excess of 120 days. In fulfilling this 
condition, if the disposition of a portfolio instrument 
results in a dollar-weighted average portfolio 
maturity in excess of 120 days, Applicant will invest 
its available cash in such a manner as to reduce its 
dollar-weighted average portfolio maturity to 120 
days or less as soon as reasonably practicable. 


(4) Applicant will record, maintain and preserve 
permanently in an easily accessible place a written 
copy of the procedures (and any modifications 
thereto) described in condition 1 above, and 
Applicant will record, maintain and preserve for a 
period of not less than six years (the first two years in 
an easily accessible place) a written record of 
Applicant’s board of directors’ considerations and 
actions taken in connection with the discharge of its 
responsibilities, as set forth above, to be included in 
the minutes of the board of directors’ meetings. The 
documents preserved pursuant to this condition 
shall be subject to inspection by the Commission in 
accordance with Section 31(b) of the Act as though 
such documents were records required to be 
maintained pursuant to rules adopted under Section 
31(a) of the Act. 


(5) Applicant will limit its portfolio investments, 
including repurchase agreements, if any, to those 
United States dollar-denominated instruments 
which Applicant’s board of directors determines 
present minimal credit risks, and which are of “high 
quality” as determined by any major rating service 
or, in the case of any instrument that is not rated, of 
comparable quality as determined by Applicant's 
board of directors. 


(6) Applicant will include in each quarterly report, as 
an attachment to Form N-1Q, a statement as to 
whether any action pursuant to condition 2(c) was 
taken during the preceding fiscal quarter, and, if any 
action was taken, will describe the nature and 
circumstances of such action. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 9, 1980, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement 
as to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law 
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proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicant(s) at the address(es) stated above. 
Proof of such service (by affidavit, or in case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
will be issued as of course following said date unless 
the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11135/April 18, 1980 


In the Matter of 

564 SOUTHERN BOULEVARD CORPORATION 
110 Poplar Drive 

Roslyn, New York 11576 


(811-2937) 


ORDER PURSUANT TO SECTION 8(f) OF THE 
INVESTMENT COMPANY ACT OF 1940 DECLARING 
THAT APPLICANT HAS CEASED TO BE AN 
INVESTMENT COMPANY 


On March 21, 1980, a notice was issued (Investment 
Company Act Release No. 11096) stating that 564 
Southern Boulevard Corporation (“Applicant”), 
registered under the Investment Company Act of 
1940 (“Act”) as a closed-end, non-diversified, 
management investment company, filed an 
application on February 19, 1980, and an 
amendment thereto on March 6, 1980, pursuant to 
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Section 8(f) of the Act, for an order declaring that the 
Applicant has ceased to be an investment company 
as that term is defined in the Act. 


The notice gave interested persons an opportunity to 
request a hearing, and stated that an order disposing 
of the application would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and it is found that 
the Applicant has ceased to be an investment 
company. Accordingly, 


IT |S ORDERED, pursuant to Section 8(f) of the Act, 
that the registration of 564 Southern Boulevard 
Corporation under the Act shall forthwith cease to be 
in effect. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11136/April 21, 1980 


EXEMPTION OF CERTAIN PURCHASE OR SALE 
TRANSACTIONS BETWEEN A REGISTERED 
INVESTMENT COMPANY AND CERTAIN 
AFFILIATED PERSONS THEREOF 


AGENCY: Securities and Exchange Commission. 


SUMMARY: The Commission is today publishing for 
public comment an amendment to a rule under the 
Investment Company Act of 1940 to exempt from 
certain provisions of the Act, provided that certain 
conditions are satisfied, the purchase or sale of 
certain securities between registered investment 
companies which are affiliated persons, or affiliated 
persons of affiliated persons, of each other, or 
between a registered investment company and a 
person, which is an affiliated person of such 
company (or an affiliated person of such person) 
solely by reason of having a common investment 
adviser, common officers, and/or common 
directors. Absent this amendment, such a 
transaction would be permissible only upon the 
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issuance, pursuant to an application, 
exemptive order by the Commission. 


of an 


DATE: Comments must be received by June 5, 1980. 


ADDRESSES: Send comments in triplicate to George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 N. Capitol Street, Washington, 
D.C. 20549. (Reference to File No. S7-832.) All 
comments received will be available for public 
inspection and copying in the Commission's Public 
Reference Room, 1100 L Street, N.W., Washington, 
D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: 


Mark J. Mackey, Esq. 

Investment Company Act Study Group 
Division of Investment Management 
Securities and Exchange Commission 
500 North Capitol Street 

Washington, D.C. 20549 

(202) 272-3045 


SUPPLEMENTARY INFORMATION: The Commis- 
sion today proposed for public comment an 
amendment to rule 17a-7 [17 CFR §270.17a-7] 
under the Investment Company Act of 1940 (“Act”) 
[15 U.S.C. 80a-1 et seq.] to exempt from section 
17(a) of the Act [15 U.S.C. 80a-17(a)] certain 
purchase or sale transactions between registered 
investment companies which are affiliated persons, 
or affiliated persons of affiliated persons, of each 
other, or between a registered investment company 
and a person which is an affiliated person of such 
company (or an affiliated person of such person) 
solely by reason of having a common investment 
adviser, common officers, and/or common 
directors. This proposed amendment to rule 17a-7 
was developed by the Division of Investment 
Management’s Investment Company Act Study 
Group in the context of its re-examination of the 
regulation of investment companies. 


BACKGROUND 


Section 17(a) of the Act, in part, prohibits an 
affiliated person of a registered investment 
company or an affiliated person of such person, 
acting as principal, knowingly from selling to, or 
purchasing from, the registered investment 
company any security.’ Section 2(a)(3)(C) of the Act 
[15 U.S.C. 80a-2(a)(3)(C)] defines an “affiliated 
person” of another person, in part, to be any person 
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directly or indirectly controlling, controlled by, or 
under common control with, such other person.? 
However, section 17(b) of the Act [15 U.S.C. 80a- 
17(b)] authorizes the Commission to exempt 
proposed transactions from the prohibitions of 
section 17(a) where it finds, in part, that the terms of 
the transaction are fair and reasonable and do not 
involve overreaching on the part of any person 
involved. 


In 1966, the Commission adopted rule 17a-7 under 
the Act to exempt certain purchases and sales 
between registered investment companies which 
are affiliated persons, or affiliated persons of 
affiliated persons, from section 17(a) of the Act. 
Presently, rule 17a-7 conditions these exemptions 
on certain safeguards which may be summarized as 
follows: 


(a) The transaction is a purchase or sale, for no 
consideration other than cash payment against 





Section 17(a) of the Act, in part, states: 


(a) It shall be unlawful for any affiliated person or 
promoter of or principal underwriter for a registered 
investment company. . .or any affiliated person of 
such person, promoter, or principal underwriter, 
acting as principal— 


(1) knowingly to sell any security or other property to 
such registered company or to any company 
controlled by such registered company. . . 


(2) knowingly to purchase from such registered 
company, or from any company controlled by such 
registered company, any security or other proper- 
te. 


The term “control” is defined in section 2(a)(9) of 
the Act [15 U.S.C. 80a-2(a)(9)] to mean the power to 
exercise a controlling influence over the man- 
agement or policies of a company, unless such 
power is solely the result of an official position with 
such company. That section contains a rebuttable 
presumption that beneficial ownership of more than 
25 percent of the voting securities of a company is 
control. 


3Section 17(b) of the Act states: 
(b) Notwithstanding subsection.(a), any person may 


file with the Commission an application for an order 
exempting a proposed transaction of the applicant 
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prompt delivery, of a security traded on a national 
securities exchange or of a security traded in the 
over-the-counter market.4 


(b) If the principal market for the security is a 
national securities exchange, the transaction must 
be effected at the independent current market price 
of the security on the principal market.® 


(c) If the principal market for the security is the over- 
the-counter market, the transaction must be 
effected at the average of the highest current 
independent bid and the lowest current 
independent offer as quoted for that security.® 


(d) The transaction is consistent with the policy of 
each registered investment company. 


(e) No brokerage commission, fee (except for 
customary transfer fees), or other remuneration is 
paid in connection with the transaction. 


DISCUSSION 


The Commission has recently become aware of what 
may be an industry-wide practice of arranging forthe 
execution of purchase and sale transactions 
between registered investment companies and 
persons which are affiliated persons of such 
companies (or affiliated persons of such persons) 
involving short-term money market instruments, 
such as commercial paper and certificates of 
deposit. This practice has occurred, generally, 
between companies in a financial services complex 
having a common investment adviser.’ As part of its 
services to members of the complex, the investment 
adviser regularly monitors whether companies inthe 
complex—including both registered investment 
companies and other companies—have idle cash to 
invest on a short-term basis or need to raise cash. 
From time to time the investment adviser will 
arrange for a trade involving a registered investment 
company by having dealers in money market 





Footnote 3 continued 


from one or more provisions of that subsection. The 
Commission shall grant such application and issue 
such order of exemption if evidence establishes 
that— 


(1) the terms of the proposed transaction, including 
the consideration to be paid or received, are 
reasonable and fair and do not involve overreaching 
on the part of any person concerned; 


(2) the proposed transaction is consistent with the 
policy of each registered investment company 
concerned, as recited in its registration statement 
and reports filed under this title; and 


(3) the proposed transaction is consistent with the 
general purposes of this title. 


‘The rule, as originally adopted, provided an 
exemption only for purchase or sale transactions 
involving securities traded on a national securities 
exchange. See Investment Company Act Release 
Nos. 4697 and 4604 (Sept. 8, 1966 and May 20, 
1966) 31 FR 12092 and 31 FR 7913 (Sept. 16, 1966 
and June 3, 1966). 1n 1974, rule 17a-7 was amended 
to apply also to purchases or sales of certain 
securities traded over-the-counter. See Investment 
Company Act Release Nos. 8494 and 8199 (Sept. 
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13, 1974 and Jan. 28, 1974) 39 FR 36002 and 39FR 
5506 (Oct. 7, 1974 and Feb. 13, 1974). 


5Paragraph (b) of the rule defines the term “current 
market price” to be the last independent sale price of 
the security on the principal exchange if the security 
was traded on that exchange on that day. If the 
security was not so traded, the current market price 
is the average of the highest current independent bid 
and the lowest current independent offer for the 
security on the principal exchange. 


‘With regard to securities traded principally on the 
over-the-counter market, the rule also requires that 
the security is entered in an inter-dealer quotation 
system, which is sponsored and governed by the 
rules of a national securities association registered 
pursuant to section 15A of the Securities Exchange 
Act of 1934 [15 U.S.C. 78a et seq.], and that, at the 
time of the transaction, the quotation system carries 
at least two independent current bids and offers 
furnished or submitted by at least two brokers or 
dealers with respect to the security. 


’7Many of these transactions are between two 
registered investment companies in the complex. Of 
course, whether such companies would be affiliated 
persons of each other depends on the facts and 
circumstances of each particular case. 
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instruments purchase securities from the registered 
investment company and simultaneously resell 
them at the same price to another investment 
company or advisory client in the complex, or vice 
versa.® In arranging such trades, the investment 
adviser typically asserts that it does not intend to 
afford preferential treatment to any particular 
investment company or advisory client in the 
complex.® 


Of course, many of these transactions are prohibited 
by section 17(a) of the Act—regardless of the 
fairness of their terms—unless the participating 
investment companies and their affiliates have 
applied for and received an order from the 
Commission pursuant to section 17(b) exempting 
each such transaction from the prohibitions of 
section 17(a).!° Moreover, these transactions 
prohibited by section 17(a) of the Act also do not 
qualify for the exemptive relief provided by rule 17a- 
7, the principles of which would govern the 
Commission’s consideration of whether 
transactions similar to those covered by rule 17a-7 
also met the standards for exemption in section 
17(b) of the Act. First, the securities being 
purchased and sold are not traded on a national 
securities exchange or on an inter-dealer quotation 
system which is sponsored and governed by the 
rules of a national securities association registered 
pursuant to section 15A of the Securities Exchange 
Act of 1934. Second, many of these transactions are 
between a registered investment company and a 
person other than another registered investment 
company. Finally, to the extent these transactions 
are etfected at the “bid” or “asked” price rather than 
at an average of the two prices, they would not be in 
compliance with the rule’s pricing: requirements. 


The Commission is concerned that this practice— 
left unregulated and in violation of section 17(a)— 
could result in serious harm to registered 
investment companies. For example, an 
unscrupulous investment adviser might “dump” 
undesirable securities on a registered investment 
company or transfer desirable securities from a 
registered investment company to another more 
favored advisory client inthe complex. Moreover, the 
transaction could be effected at a price which is 
disadvantageous to the registered investment 
company.!!: 


Nevertheless, upon considering the matter, the 


Commission believes that it would be appropriate to 
exempt by rulemaking certain of these transactions 
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provided that certain conditions, described below, 
are met.'? Accordingly, the Commission proposes to 
amend rule 17a-7 to exempt certain transactions 
which heretofore have not been exempted by the 
rule, both with.respect to the persons which could 
participate in the transaction, and the securities 
which could be purchased and sold. The 
Commission has determined that the proposed 





®Several dealers have reported to the staff of the 
Commission that they are willing to be interposed in 
these transactions without compensation as an 
accommodation to their customers. 


*Beyond the question of whether either side of sucha 
securities transaction has made a suitable 
investment decision, it is unclear whether these 
transactions are effected at the bid price, the asked 
price, or an average of these two prices. If the bid 
price is used, the buyer would benefit; if the asked 
price is used, the seller would benefit; if the average 
of the two prices is used, both the buyer and the 
seller would benefit equally in terms of the relative 
cost of the execution. 


0S ections 17(a) and (b) are discussed in notes 1 and 
3, supra. The Commission notes that the 
interpositioning of a dealer in these transactions 
does not remove them from the prohibitions of 
section 17(a). Section 48(a) of the Act [15 U.S.C. 
80a-47(a)] provides that it shall be unlawful for any 
person, directly or indirectly, to cause to be done any 
act or thing through or by means of any other person 
which it would be unlawful for such person to do 
under the Act. Indeed, dealers who effect these 
trades may themselves be held responsible for 
aiding and abetting violations of section 17(a) of the 
Act. 


For example, the adviser could cause the 
registered investment company always to sell 
securities on the bid side and always to purchase 
securities on the offering side, thus improperly 
giving the other party to the transaction the benefit of 
the spread between the bid and asked price. Seen.9 
supra. 


12T hese conditions are designed to prevent abuses— 
such as those described above—which can occur 
when a registered investment company effects 
transactions with affiliated persons without benefit 
of Commission scrutiny. 
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expansion of the rule is consistent with the existing 
rule’s purposes (1) to eliminate the necessity of filing 
and processing applications under circumstances 
where there appears to be little likelihood that the 
Act could not be made, and (2) to permit investment 
companies which heretofore had chosen to avoid the 
application procedures of section 17(b) of the Act by 
purchasing or selling securities on the open market, 
thereby incurring actual brokerage charges, to avoid 
the payment of brokerage commissions by effecting 
such transactions directly.'* Moreover, the proposed 
amendment would enhance the role of disinterested 
directors as “ ‘watchdogs’ to protect shareholder 
interest.” "4 


A. Persons Eligible to Participate 


Presently, the rule applies only to purchases or sales 
between affiliated registered investment 
companies, including separate series of a registered 
investment company. The Commission proposes to 
expand the exemptive rule to apply also to 
transactions between registered investment 
companies and certain other of their affiliated 
persons, such as unregistered investment 
companies and investment advisory accounts which 
are affiliated persons of such registered investment 
companies (or affiliated persons of such persons) 
solely by reason of having a common investment 
adviser, common officers and/or common 
directors.!5 When a purchase or sale involves 
registered investment companies and those of its 
affiliated persons which are affiliates exclusively by 
virtue of having a common investment adviser, 
directors and/or officers, generally, no person who 
is responsible for evaluating and approving the 
terms of a proposed transaction on behalf of such 
persons would have a significant personal financial 
interest in improperly influencing those terms. Of 
course, reliance by a person on rule 17a-7 toeffecta 
securities transaction would not be deemed to bean 
admission that any such affiliation exists. 


B. Securities Transactions 


As presently effective, rule 17a-7 is applicable only 
to transactions in certain securities traded on either: 
(a) a national securities exchange; or (b) the over- 
the-counter market, provided that the security is 
entered in a specified inter-dealer quotation system. 
The Commission recognizes that a significant 
portion of the securities held by many registered 
investment companies—such as municipal 
securities, Government securities and money 
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market instruments—presently may not qualify to 
be traded under rule 17a-7 because they are not 
traded in those two markets. The Commission 
believes that it is appropriate to include, as eligible 
for exemption under the rule, any transaction in a 
security for which market quotations are readily 
available.'© The existence of such quotations would 
provide an independent basis for determining, in 
part, that the terms of the transaction are fair and 
reasonable to any participating investment 
company and do not involve overreaching. 


C. Enhanced Directorial Role 
Presently, rule 17a-7 specifies in detail the method 


for determining the fairness of the terms of a 
purchase or sale which may be effected pursuant to 





1sinvestment Company Act Release No. 4604, n.4, 
supra. 


4Burks v. Lasker, 99 S.Ct. 1831 (1979). The term 
“disinterested director” is a commonly used 
reference to a director who is not an interested 
person of the investment company, as defined in 
section 2(a)(19) [15 U.S.C. 80a-2(a)(19)]. 


‘SAs the Commission noted in Steadman Security 
Corp., Investment Company Act Release No. 9830, 
(June 29, 1977), remanded on other grounds, 603 
F.2d 1126 (5th Cir. 1979), regarding certain 
purchase and sale transactions between a 
registered investment company and an unregistered 
investment company which were determined to be 
in violation of section 17(a) of the Act: 


The rationale of rule 17a-7 applies to these 
transactions. Each of them could have been effected 
with perfect legality in the open market through a 
broker. Had that been done, the net effect on 
investors would have been the same as it was. But 
substantial brokerage commissions would have 
been expended. 


‘6The phrase “which market quotations are readily 
available” also is found in section 2(a)(41) of the Act 
[15 U.S.C. 80a-2(a)(41)] and rule 2a-4 [17 CFR 
§270.2a-4], and is intended to have the same 
meaning ascribed to it in those other provisions. 
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the rule.!? Upon reconsideration, the Commission 
believes that determination of the necessary and 
appropriate procedures for establishing both the 
fairness of the terms of a particular transaction 
through the independent current market value— 
that is, the price at which such transactions should 
be effected in order to insure fairness and 
reasonableness and to prevent overreaching—and 
the consistency of the transaction with the policy of 
each registered investment company participating 
in the transaction, should be determined by an 
investment company’s directors, assuming that 
other safeguards apply. This belief accords with the 
Commission’s . general objective of enhancing, 
insofar as feasible, the role of investment company 
directors and particularly disinterested directors as 
watchdogs of shareholder interests.'*® 


The Commission believes that the first line of 
responsibility for determining compliance with the 
proposed amendment should be with each 
investment company’s directors. Therefore, the 
proposed amendment would require the board of 
directors of an investment company, including a 
majority of the directors who are not interested 
persons with respect thereto, to establish 
procedures reasonably designed to ensure that the 
fairness and other requirements of the rule have 
been satisfied, and to review these procedures at 
least annually for their continuing appropriate- 
ness.'? Moreover, the proposed amendment would 
require that, at least quarterly, the investment 
company’s directors, including a majority of its 
disinterested directors, determine whether 
transactions effected pursuant to rule 17a-7 have 
satisfied the procedures which the directors had 
established. Finally, the proposed amendment 
would include certain recordkeeping requirements 
so that the Commission may monitor, through its 
inspection program, the experience of investment 
companies with the proposed amendment. 


It should pe noted; however, that the proposed 
amendment would not exempt many of the 
transactions involving short-term money market 
instruments described earlier in this release.*° For 


example, transactions between a registered 
investment company and its adviser would continue 
to be unlawful. absent an order of the Commission 
pursuant to section 17(b) exempting the transaction 
from the prohibitions of section 17(a). Moreover, in 
view of the serious potential for abuse and the lack of 
any direct Commission supervision, the 
Commission will consider any transaction of this 
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type effected. without an appropriate Commission 
order of exemption and notin compliance with the 
proposed rule to be a very serious matter warranting 
appropriate enforcement action.?! 


TEXT OF PROPOSED AMENDED RULE 
It is proposed to amend Part 270 of Chapter II of Title 
17 of the Code of Federal Regulations by revising 
§270.17a-7 as follows: 


PART 270—RULES AND REGULATIONS, 
INVESTMENT COMPANY ACT OF 1940 





7A security whose principal market is on a national 
securities exchange must be traded at its 
independent current market price for such 
exchange. N.5, supra. Over-the-counter securities 
must be traded at the average of the highest current 
independent bid and the lowest current 
independent offer quoted on a specified inter-dealer 
quotation system. Text at n.6, supra. 


18N.14, supra. 


19The proposed amendment retains the fairness 
tests described in existing paragraphs (b) and (c) of 
rule 17a-7 for purposes of complying with the 
proposed amendment’s requirement that the 
transaction be effected at the independent current 
market price of the security. However, unlike the 
existing rule, in those over-the-counter transactions 
where no bid or offer exists for the security being 
purchased or sold, but where market quotations are 
nevertheless “readily available,” the board of 
directors would be required to establish procedures 
reasonably designed to insure that the transactions 
are effected at the independent current market price 
of the security. Moreover, in all circumstances 
directors should give recognition. to industry 
developments, such as the establishment of the 
consolidated tape. system and other developments 
in achieving a national market system. 


20See pp. 5-8, supra. 


21In this connection, the Commission expects 
investment companies’ directors to review the 
trading practices of their companies to determine 
whether they have engaged in such trading with 
affiliated persons without an appropriate 
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§270.17a-7 Exemption of certain purchase or sale 
transactions between an investment company and 
certain affiliated persons thereof. 


A purchase or sale transaction between registered 
investment companies which are affiliated persons, 
or affiliated persons of affiliated persons, of each 
other, between separate series of a registered 
investment company, or between a registered 
investment company and a person, which is an 
affiliated person of such registered investment 
company (or an affiliated person of such person) 
solely by reason of having a common investment 
adviser, common directors, and/or common 
officers, is exempt from section 17(a) of the Act; 
Provided, That: 


(a) The transaction is a purchase or sale, for no 
consideration other than cash payment against 
prompt delivery of a security for which market 
quotations are readily available; 


(b) The transaction is effected at the independent 
current market price of such security. For the 
purposes of this paragraph the “current market 
price” shall be: (1) If the principal market for such 
security is a national securities exchange, the last 
independent sale price of the security on that 
exchange (if the security was traded on that 
exchange on that day), or the average of the highest 
current independent bid and the lowest current 
independent offer for the security on that exchange 
if the security was not traded on that exchange on 
that day; or (2) If the principal market for the security 
is the over-the-counter market, the average of the 
highest current independent bid and the lowest 
current independent offer for the security on that 
market, where such bid and offer is available; 


(c) The transaction is consistent with the policy of 





Footnote 21 continued 


Commission order. If such trading has occurred, the 
directors should determine whether the investment 
companies have been harmed and take appropriate 
steps to remedy any harm which has occurred. 
Because violations of section 17(a) would be 
material facts which should be disclosed to 
investors, directors should also consider whether it 
is necessary to make any disclosures to current and 
prospective shareholders concerning any such 
trading practices in which these investment 
companies have engaged. 
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each registered investment company participating 
in the transaction as recited in its registration 
statement and reports filed under the Act; 


(d) No brokerage commission, fee (except for 
customary transfer fees), or other remuneration is 
paid in connection with the transaction; 


(e) The board of directors of the investment 
company, including a majority of the directors who 
are not interested persons with respect thereto, (1) 
have adopted procedures, pursuant to which such 
purchase or sale transactions may be effected for 
the company, which are reasonably designed to 
provide that all the conditions of this section in 
paragraphs (a) through (d) have been complied 
with, (2) review no less frequently than annually 
such procedures for their continuing appropriate- 
ness, and (3) determine no less frequently than 
quarterly that all such purchases or sales made 
during the preceding quarter were effected in 
compliarice with such procedures; and 


(f) The investment company (1) shall maintain and 
preserve permanently in an easily accessible place a 
written copy of the procedures (and any 
modifications thereto) described in paragraph (e) of 
this section, and (2) shall maintain and preserve for 
a period not less than six years from the end of the 
fiscal year in which any transactions occurred, the 
first two years in an easily accessible place, a written 
record of each such transaction setting forth a 
description of the security purchased or sold, the 
identity of the person on the other side of the 
transaction, the terms of the purchase or sale 
transaction, and the information or materials upon 
which the determinations described in 
subparagraph (e)(3) of this section were made. 


STATUTORY BASIS: Amended rule 17a-7 is 
proposed pursuant to the provisions of section 6(c) 


[15 U.S.C. 80a-6(c)] and 38(a) [15 U.S.C. 80a-37(a)] 
of the Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11137/April 22, 1980 


TEMPORARY RULE PROVIDING EXEMPTIONS TO 
CERTAIN MONEY MARKET FUNDS AND OTHER 
PERSONS AND COMPANIES 


ACTION: Final rule. 


SUMMARY: The Commission is adopting an 
emergency temporary rule which will provide certain 
exemptions from the Investment Company Act of 
1940 (“Act”) and the rules thereunder (1) to permit 
certain “money market” funds (“new funds”), 
organized in response to the credit control 
regulations adopted by the Board of Governors of the 
Federal Reserve System (“Board”), to operate in the 
same manner as previously existing money market 
funds (“existing funds”), and (2) to permit other 
companies and persons to maintain and to continue 
any status, relationship or transaction with a new 
fund where such status, relationship or transaction 
previously was permitted by order of the 
Commission to an existing fund. The rule also: (1) 
permits money market funds to create additional 
classes of shares, and (2) permits certain unit 
investment trusts covered by the Board’s regulations 
to make offers of exchange to unitholders of prior 
trusts or series so that supsequent trusts or series 
may avail themselves of favorable treatment under 
the Board’s regulations. 


The purpose of the temporary rule isto minimizethe 
disruptions of the operations of investment 
companies and other hardships that might 
otherwise occur while investment companies are 
adjusting their operations as a result of the credit 
control regulations adopted by the Board. 


EFFECTIVE DATE: April 22, 1980. 


FOR FURTHER INFORMATION CONTACT: 
Kenneth S. Gerstein, Special Counsel 
(202) 272-3023 
Gene A. Gohlke, Senior Financial Analyst 
(202) 272-2813 
Cathy G. Douglas, Esq. 

(202) 272-3021 

Jeffrey B. Bailey, Esq. 

(202) 272-3033 

Division of Investment Management 
Securities and Exchange Commission 
500 North Capitol Street 

Washington, D.C. 20549 
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SUPPLEMENTARY INFORMATION: The 
Commission today is adopting Rule 6c-4(T) [17 CFR 
§270.6c-4(T)] under the Investment Company Act 
of 1940 (“Act”) [15 U.S.C. 80a-1 et seq.]. This 
temporary rule, pursuant to Section 6(c) of the Act 
[15 U.S.C. 80a-6(c)], exempts certain registered 
investment companies and certain other persons 
and companies from various provisions of the Act 
and of the rules thereunder to the extent necessary 
to permit “money market” funds! organized as a 
response to credit control regulations adopted by the 
Board of Governors (“Board”) of the Federal Reserve 
System (“new funds”) to operate in the same 
manner as “sister” money market funds which were 
engaged in a continuous offering of their shares on 
March 14, 1980 (“existing funds”), and to enable 
other persons who, and companies which, have 
been granted an order or orders respecting any 
status, relationship or transaction with an existing 
fund to continue such status, relationship or 
transaction with a new fund. In addition, the rule: (1) 
provides an exemption to money market funds from 
the provisions of Section 18(f)(1) of the Act [15 
U.S.C. 80a-15(f)(1)] to the extent necessary for such 
funds to issue and to sell additional classes of their 
shares, and (2) provides an exemption to certain unit 
investment trusts from the provisions of Section 11 
of the Act [15 U.S.C. 80a-11] to permit such trusts 
and their principal underwriters to make certain 
offers of exchange to unitholders of prior trusts or 
series and thereby utilize effectively an exemption 
from the Board’s regulations. 


The Commission believes that the adoption of Rule 
6c-4(T) will enhance the ability of investment 
companies subject to the Board’s regulations, and 
their investment advisers, underwriters and 
sponsors, to modify the operations of existing 
companies and to operate new companies in a 
manner which will protect and further the interests 
of shareholders and investors. The rule should help 
to minimize the disruption of the operations of 
investment companies, and the interruption of the 
services and features offered by such companies, 
which might otherwise result from the Board's 
regulations. Accordingly, Rule 6c-4(T) is being 
adopted on an emergency basis.? On appropriate 
notice, and at such time as the exemptions provided 
by the rule are no longer necessary, the rule may be 
rescinded in whole or in part. 





'Generally, money market funds are registered 
open-end, management investment companies 
which invest in short-term debt securities. 
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BACKGROUND 


On March 14, 1980, in response to regulations 
adopted by the Board [12 CFR §229.11 et seq.] 
pursuant to the Credit Control Act of 1969 [12 U.S.C. 
1901-1909], the Commission issued a general 
statement of policy (“Statement”) concerning some 
of the implications of such regulations under the 
federal securities laws in order to provide registered 
investment companies, and their directors and 
sponsors, with guidance respecting various 
disclosure obligations under the Securities Act of 
1933 [15 U.S.C. 77a et seq.] and various regulatory 
matters under the Act arising from the Board’s 
regulations (Investment Company Act Release No. 
11088, March 14, 1980). The credit control 
regulations, as amended on March 28, 1980,° are 
applicable to registered investment companies (or 
series of shares or units of such companies) 
investing primarily in short-term obligations with 
maturities of 13 months or less. They generally 
require that each such company maintain with a 
Federal Reserve Bank a non-interest bearing speciai 
deposit equal to 15 percent of the amount by which 
such company’s average “covered credit” 
outstanding during a weekly reporting period 
exceeds the amount of covered credit outstanding 
as of the close of business on March 14, 1980 
(“base”). Because continued sales of shares of 
money market funds could increase covered credit 
above the base and thereby necessitate a special 
deposit which would dilute the dividends of all 
existing shareholders, the Commission’s Statement 
expressed the view that money market fund boards 
of directors and investment advisers should, 
consistent with their fiduciary obligations, consider 
the appropriateness of continued sales of fund 
shares and the implementation of measures 
designed to protect the interests of shareholders 
against possible dilution.’ 


In recognition of their responsibilities to existing 
shareholders, many money market funds and their 
investment advisers have implemented, or are 


contemplating, a variety of actions. Some 
investment advisers of money market funds have 
determined to organize new funds to absorb new 
sales, so-called “clone” funds. In addition, boards of 
directors of money market funds have, in many 
cases, adopted policies restricting the growth of 
existing funds. Other funds are planning to create 
either a new class of shares, or a new series of 
shares, which, similar to the use of a new fund, will 
serve to absorb most, or all, of the effect of any 
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special deposit requirement and to allocate fairly 
among different shareholders the effect of that 
deposit.® 


The Board’s regulations are also applicable to 
certain short-term unit investment trusts, and 
generally require unit investment trusts (and series 
of such trusts) established after March 14, 1980, 
each to maintain a special deposit equal to 15 
percent of such trust’s (or series’) covered credit. 
However, the Board’s regulations, in effect, exempta 
unit investment trust (or series of such trust) from 
the special deposit requirement if, among other 
things, units of the trust (or series) are held entirely 
by persons who held units in an “expiring” trust 
(series) offered by the same sponsor which was in 
existence on March 14, 1980. 





2If the rule was not adopted in this manner and was 
instead first published for comment, the 
Commission is concerned that an extraordinary 
number of investment companies subject to the 
Board’s regulations would find it, necessary to file 
applications for exemptive orders. Presently, there 
are over 100 money market funds registered with the 
Commission, each of which might find it necessary 
to obtain one or more orders of the Commission to 
enable it to modify its current operations in view of 
the Board’s regulations. In addition, as discussed 
below, many additional companies and persons will 
need other types of Commission orders. Under such 
circumstances, the Commission and its staff would 
not be able to process such applications in a prompt 
and timely manner. 


345 FR 22883 (April 4, 1980). 


“New money market funds organized after March 14, 
1980, could also face possible inequitable dilution 
with respect to certain of their shareholders. Under 
the Board’s regulations, fund assets attributable to 
certain “fiduciary accounts” are excluded from the 
calculation of covered credit. If such accounts are 
not insulated from the effects of the special deposit 
requirement caused by sales to other persons, they 
will be forced to bear a portion of the effect of the 
special deposit which is not intended to apply to 
such accounts. 


SShareholder approval may, in many cases, be 
necessary under applicable state law before a fund 
could effectuate the use of either new series or new 
classes of securities. 
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REGULATORY IMPLICATIONS 


In many cases, for a new fund to operate inthe same 
manner as an existing fund, exemptions from 
various provisions of the Act and the rules 
thereunder may be necessary. For example, the 
existing fund may have been granted an exemptive 
order relating to the pricing of its shares, the 
valuation of its assets, or the composition of its board 
of directors. In addition, other companies and 
persons, which are not money market funds, may 
have been granted orders permitting certain status, 
relationships or transactions with the existing fund. 
Generally, both types of orders would not apply to 
new funds or to companies and persons dealing with 
new funds, and also might not apply to new series of 
shares of an existing fund. 


In those cases where a money market fund 
determined to utilize a new class of securities as a 
method to allocate fairly among shareholders the 
effect of the special deposit requirement, an 
exempton from Section 18(f)(1) of the Act would be 
necessary.® Section 18(f)(1) of the Act, in pertinent 
part, generally makes it unlawful for any registered 
open-end company to issue any class of senior 
security or to sell any senior security of which it is 
the issuer. Section 18(g) of the Act [15 U.S.C. 80a- 
18(g)] defines the term “senior security” to include 
any stock of a class having priority over any other 
class as to the payment of dividends. Thus, the 
Commission believes that the use of a new class of 
securities by a fund, where various classes of the 
fund’s securities have differing dividend rights, 
would, absent an exemption, be prohibited by 
Section 18(f)(1) of the Act.’ 


The Commission further believes that unit 
investment trusts (or series of such trusts) wishing to 
utilize the exemption from the special deposit 
requirement made available under the Board’s 
amended regulations cannot do so absent an order 
under Section 11 of the Act. Under Sections 11(a) 
and 11(c) of the Act [15 U.S.C. 80a-11(a) and (c)], 
any type of offer of exchange of the securities of a 
registered unit investment trust for the securities of 
any other investment company would be unlawful 
absent an order of the Commission approving such 
offer. Rule 11a-1 under the Act [17 CFR §270.11a-1] 
defines the term “exchange” to include the issuance 
of any security by a registered investment company 
in an amount equal to the proceeds, or any portion of 
the proceeds, payable upon the termination, 
retirement or cancellation of an outstanding security 
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of such issuer in accordance with the trarms thereof. 
Accordingly, the offers made to unittholders. of a 
terminating series of a unit investmerit trust ‘to sell 
such unitholders units of anewseries, made it1 order 
to permit the new series to be exernpt frroam the 
special deposit requirement, would Ide an offer of 
exchange subject to the provisions of Section 11 of 
the Act. 


Thus, in many cases, investmerit c.ompanies 
seeking to modify their operations as a result of the 
special deposit requirement, and ne2w investment 
companies being organized in response to that 
requirement, may not be able to operzite: ina manner 
which is in the best interests of share:holders and 
investors without first obtaining certziin orders or 
exemptions from the Act or fron. the rules 
thereunder. Although the Commissit2n would be 
receptive to applications requesting t he necessary 
orders with respect to the matters disc :ussed above, 
it appears that the number of suct: applications 
would be extraordinarily large. Thus;, it would be 
unlikely that the Commission and i its staff could 
process such applications promptly . However, as 
noted above, the Commission recognizes that the 
use of new money market funds and new classes of 





‘Where a new class of securities is cre2atecl by a fund, 
shares of that class would repre:sen’t pro rata 
interests in a common portfolio of iasse:ts in which 
shares of other pre-existing classes \wou Id also have 
a pro rata interest. However, to the ext:ent that the 
effect of the special deposit require ment is not 
allocated equally to all shares of all classes of the 
fund, classes of the fund would have differing 
priorities with respect to the payment: of dividends. 


This should be contrasted with the cre ation of a new 
series of a fund where shares of the ne :wseries would 
represent pro rata interests in a por tfolio of assets 
separate from the portfolios of asset: ; attributable to 
any pre-existing series of the fund (each of which 
would have its own portfolio of asse :ts). 


7The use of new series, however, wo uld not generally 
require an exemption from Section 18(f)(1) of the 
Act where the provisions of Secticon 18(f)(2) of the 
Act [15 U.S.C. 80a-18(f)(2)] are satisfied. That 
section provides that, under certa.in circumstances, 
the term “senior security” shall niat include series of 
stock each of which is preferred (ver all other series 
with respect to assets specifically allocated to that 
series. 
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shar‘es of money market funds are important 
mecihanism:s by which the interests of existing 
share'holder:s can be protected from possible 
dilutic’n. In addition, it would be beneficial promptly 
to pro\/ide unitholders of series of short-term unit 
investn?ent trusts in existence on March 14, 1980, 
the opp.ortun ity to purchase shares of a newseries of 
the trusits (or of similar trusts) which would be 
exempt ifrom the special deposit requirement. 


For these reiasons, the Commission has adopted 
temporary Ru le 6c-4(T). 


O PERATION OF THE RULE 


Rule 6c-4(T,) is exemptive in nature. Although the 
rule may be available to a company or person, they 
need not taki 2 advantage of its provisions. However, 
those person s and companies which choose to rely 
on the rule ar e exempted from various provisions of 
the Act and the rules thereunder. Rule 6c-4(T) 
provides four basic types of exemptions, each of 
which is disct issed below. 


(1) New Mone y Market Funds. 


Paragraph (b) :of Rule 6c-4(T) is intended to permit a 
money market fund (“new company”), which is 
designed to miinimize the impact of the Board’s 
regulations upon another money market fund 
operating prior to March 14, 1980 (“existing 
company”), to ‘function and to operate in the same 
manner as the existing company which has been 
granted an order or orders by the Commission 
(“prior order’). Thus, paragraph (a) of the rule 
defines the terrn “new company” to require, among 
other things:i, that such a company provide 
essentially thie same features and services as an 
existing company and have comparable investment 
policies and objectives. While identical features, 
services, polic:ies and objectives are not necessary, 
material differ ences not attributable to adjustments 
made by eitheir company as a result of the Board’s 
regulations wot 4ld make the new company ineligible 
to rely on the rvule. 


The two limitations placed upon the availability of 
the exemption pirovided by paragraph (b) are: (1) 
that the new cornpany must be administered and 
advised by the sar ne company or companies, or by a 
company or conipanies controlled by or under 
common control with such companies, and (2) that 
any representatioris, undertakings and conditions 
made or agreed to, by the existing company (or any 
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other person or company) in connection with the 
order to the existing company being relied upon by 
the new company, are and continue to be applicable 
to the new company (and any such person or 
company). The first limitation is designed to help 
assure that only a company which is created as a 
means of protecting the interests of shareholders in 
an existing company will be able to avail itself of the 
exemptive relief provided by paragraph (b). The 
second limitation is necessary to assure that any 
condition, representation or undertaking upon 
which a prior order was premised is applicable to 
and imposed upon the new company and other 
persons or companies relying on the rule. 


Paragraph (c) of Rule 6c-4(T) enables other persons 
or companies to interact with the new company in 
the same manner as they have interacted with the 
existing company by, in effect, extending the 
applicability of orders of the Commission, previously 
granted to such persons or companies with respect 
to their dealings with the existing company to the 
new company. Thus, any existing status, 
relationship or transaction with the existing 
company permissible only by order of the 
Commission can continue with respect to the new 
company. Where applicable, this exemption should, 
among other things, permit certain exchange 
privileges to continue and enable certain 
“disinterested” directors of existing companies to 
serve as “disinterested” directors of new companies. 
The two limitations placed upon the availability of 
paragraph (c) are similar to those applicable under 
paragraph (b).® 


Paragraphs (b) and (c) of the rule are designed 
merely to extend to a new company, and to persons 
and companies dealing with or associated with that 
company, the prior orders granted to the existing 
company and such other persons and companies. 
No new or expanded relief not contemplated by the 
prior orders is granted by the rule. Thus, these 
paragraphs will eliminate the need for new 
companies and others dealing with such companies 
to file routine applications, and will promptly extend 
to new companies exemptions enabling such 
companies to duplicate the operations of existing 





8The “prior orders” referred to in both paragraphs (b) 
and (c) of the rule are those orders which have been 
or are granted prior to May 19, 1980. Such prior 
orders must continue to remain in full force and 
effect. 
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companies, thereby permitting the new companies 
effectively to be utilized to protect the interests of 
shareholders of existing companies. 


(2) New Classes of Shares. 


As noted above, some money market funds are 
contemplating the creation of additional classes of 
shares as a means of adapting to the Board’s credit 
control regulations and assuring equitable 
treatment among shareholders.’ Paragraph (d) of 
Rule 6c-4(T) provides an exemption from Section 
18(f)(1) of the Act to the extent necessary to enable 
the creation and issuance of new classes of shares 
by money market funds. Unlike paragraphs (b) and 
(c) of the rule, paragraph (d) is applicable to all 
money market funds, regardless of whether or not 
they are organized after the promulgation of the 
Board’s regulations. 


Paragraph (d) of the rule permits any money market 
fund which is a covered creditor under the Board’s 
regulations (“covered company”) to create one or 
more additional classes of shares under specified 
circumstances. Under the rule, the only difference 
which may exist between classes of securities are 
varying priorities among classes as to the payment of 
dividends. Any differential in entitlement to 
dividends among classes, however, must be based 
solely on the reduction (if any) in yield to each class 
caused by the special deposit which is attributable to 
the -covered credit of that class, allocated in 
accordance with the rule’s prescribed procedures 
(performed in any sequence providing the same 
results). 


Under paragraph (d)(3)(i) of the rule, the covered 
company must first determine the portion of the 
special deposit attributable to each class. In this 
regard, it must, in effect, calculate a special deposit 
for each class as if it were a separate company. The 
covered company’s base must first be allocated to 
the class of shares predominantly representing 
shares of the company sold prior to March 14, 1980 
(but not allocated to any class of shares held entirely 
by those fiduciary accounts defined in Section 
229.12(c)(1) and (2) of the Board’s regulations). Any 
excess base above the covered credit of that class 
must then be allocated to offset the covered credit of 
other classes, in proportion to the respective 
covered credit of such other classes. These 
calculations are to be based upon the actual covered 
credit of the company during the period for which 
the actual special deposit was calculated.'° 
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Under the formula set forth in paragraph (d)(3)(ii), 
the covered company must then follow a specified 
procedure to adjust the dividends payable to each 
class. The formula prescribed for this purpose 
allocates, as an offset to the income of each class, 
the impact of that portion of the company’s special 
deposit attributable to each such class. The terms 
utilized in the formula are defined in paragraph (e) of 
Rule 6c-4(T). The following example should help to 
clarify how the prescribed formula would be applied 





°A fund could protect shareholders from dilution and 
inequitable effects through the use of additional 
classes of shares in the following manner. Sales of 
shares of the class held by existing shareholders 
could be limited so that the assets attributable to 
shares of that class do not exceed the fund's base. 
Another class of shares could be created and sold 
only to fiduciary accounts. As amended, the Board’s 
regulations allow a fund to reduce its covered credit 
in proportion to the value of shares held by certain 
fiduciary accounts, which include bona fide trusts 
and certain pension and retirement plans. Thus, 
sales of shares to certain fiduciary accounts would 
not increase a fund’s special deposit. A third class of 
shares could then be created and sold to all other 
new investors. Because shares of the class held by 
the existing shareholders and the fiduciary accounts 
would not give rise to any special deposit 
requirement, the third class of shares would bear 
fully the effects of the special deposit through 
reduced dividends. In this manner, the assets of the 
fund would be able to continue to grow, but the 
investment return to shareholders who made their 
investments prior to the institution of the Board’s 
regulations, and to fiduciary accounts, would not be 
impaired. Other approaches might, no doubt, also be 
appropriate. 


10For example, assume that on March 14, 1980, a 
covered company had a base of $200 million. Forthe 
reporting period ending April 20, 1980, covered 
credit of the company was $250 million. The 
required special deposit would be $7.5 million. On 
April 21, 1980, shares of the company outstanding 
are denominated Class A shares, and a new class of 
shares, Class B, is created. For the period ending 
April 27, 1980, the company’s covered credit is $300 
million, of which $50 million represents net sales of 
Class B shares. Under paragraph (d)(3)(i): (1) the 
covered credit of Class B is $50 million, and the 
covered credit of Class A is $250 million; (2) the 
$200 million base is attributed in whole to Class A; 
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in allocating a company’s net investment income to 
its several classes of shares:"! 


Assume the following facts (dollar figures are all in 
millions of dollars, except in the case of per share 
amounts): 


April 29 
No. of Shares 
(000,000) 
$1.00 250 
$1.00 300 


Special Deposit 
Attributable 
to Class* 
$6.38 
$40.50 


April 29 
Description NAV/share 





Class A Orig. shares 

Class B New shares 
Class C Fiduciary 
shares $1.00 350 -0- 

TOTAL “900 $46.88 


*Based upon covered credit of each class for the 7 day reporting period 
ending April 20, 1980, and a base amount of $200 (allocated as required by 
paragraph (d)(3)(i)). 


The net investment income of the company for April 
29, 1980, is assumed to be $.467463, which is 
further assumed to equal an annualized rate of 
return of 20 percent.!? The investment advisory fee 
schedule for the company is assumed to be, on an 
annual basis, at the following rate: 


First $100 (net assets) 
$101 to $400 
$401 and over 


The prescribed formula produces the following 
results: 


Class A Shares: 
1. $250- $6.38 x $.467463 = $.133490 (Net investment Income Attribut- 
$900 - $46.88 able To Class A Shares) 


2. $.133490 + .003 x $6.38* = 
365 days 


$.133490 + .000052 = $.133543 (Distributable Income Attributable To 
Class A Shares) 


*Investment advisory fee rate times special deposit 
365 days 





3. $.133543 = $.000534 (Distributable Income Per Class A Share) 
250 shares 





Annualization of the daily dividend results in the following percentage 
return on Class A shares: 


$.000534 x 365 days 
$1.00 net asset value per share 
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Class B Shares: 
1. $300 - $40.50 x $.467463 = $.142192 (Net Investment Income Attribut- 
$900 - $46.88 able To Class B Shares) 


.003 x $40.50 
2. $.142192 + 365 days = $.142525 (Distributable Income Attrib- 


utable To Class B Shares) 





(3) the special deposit attributable to Class A is 15 
percent of $50 million (covered credit of $250 
million less $200 million base) ($7.5 million); and 
(4) the special deposit attributable to Class B is 15 
percent of $50 million (covered credit of $50 million 
less $0 base) ($7.5 million). If for the next reporting 
period ending May 4, 1980, the covered credit of 
Class A is $180 million: (1) Class A is allocated $180 
million of the base and is, therefore, not allocated 
any portion of the special deposit, and (2) Class B is 
allocated the $20 million of “unused” base and its 
special deposit would be 15 percent of $30 million 
(covered credit of $50 million less $20 million base) 
($4.5 million). 


The Commission recognizes that the procedures 
specified by Rule 6c-4(T) concerning the allocation 
of the special deposit and the adjustment of 
dividends among classes are comprehensive, 
leaving a company little or no flexibility as to these 
matters. On the other hand, absent these 
procedures: (1) the Commission would be unable to 
conclude that an exemption to all money market 
funds from Section 18(f)(1) of the Act would be 
appropriate, and (2) the ability of investors to assess 
the relative possible investment performance of 
different funds would be severely impaired. 
Moreover, as discussed above, Rule 6c-4(T) is 
exemptive in nature, intended promptly to provide 
new alternatives to funds affected by the Board’s 
regulations, and does not preclude funds from 
requesting individual orders of exemption where the 
exemptions provided by Rule 6c-4(T) are 
inadequate. 


2The formula prescribed by the rule assumes that 
expenses of the company are allocated among 
classes on the basis of net assets after deduction of 
the special deposit because shares of eachclass are 
not credited with any income with respect to assets 
of that class subject to the special deposit. However, 
paragraph (d)(3) provides that expenses may be 
allocated on the basis of net assets (without regard to 
the special deposit) where the Board of Directors of 
the company determines it to be appropriate. 
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3. $.142525 = $.000475 (Distributable Income Per Class B Share) 
300 shares 





Annualization of the daily dividend results in the following percentage 
return on Class B shares: 


$.000475 x 365 days = 17.34% 
$1.00 NAV/share 





Class C Shares: 
1.$350-0 x$.467463 =$.191781 (Net Investment income Attributable 
To Class B Shares) 


$900 - $46.88 


.003 x 0 
2. $.191781 + 365 days = $.191781 (Distributable Income Attributable 


To Class C Shares) 


3. $.191781 
350 shares = $.000548 (Distributable Income Per Class C Share) 


Annualization of the daily dividend results in the following percentage 
return on Class C shares (the same net rate the company is receiving on its 
earning assets): 


$.000548 x 365 days = 20.00% 
$1.00 NAV/share 





Because of the varying dividends of each class that 
will exist when a covered company relies on 
paragraph (d) of the rule, some classes of shares 
may be more attractive than others, yielding a higher 
rate of return. Thus, paragraph (d)(2) of the rule sets 
forth particular standards and review procedures to 
insure that sales of each class of shares are made in 
a manner that is fair among all shareholders and 
investors. These requirements are intended to 
preclude selling shares of a class which is minimally 
affected, or unaffected, by the effect of the special 
deposit to “favored” investors or to other persons in 
any other inequitable manner. 


(3) Short-Term Unit Investment Trusts. 


Rule 6c-4(T) also provides an exemption from 
Section 11 of the Act for certain unit investment 
trusts and their principal underwriters to the extent 
necessary to permit such trusts and principal 
underwriters to make “offers of exchange” to 
unitholders of a terminating series of a trust so as to 
enable units of a new series, exempt from the special 
deposit requirement, to be sold to such unitholders. 
Sales of units of the new series or trust would have to 
be made pursuant to an effective statutory 
prospectus and any material differences between 


Volume 19, No. 18, May 6, 1980 


the terminating series and the new series would have 
to be disclosed. 


PROCEDURAL MATTERS 


The Commission believes that it is necessary and 
appropriate to adopt Rule 6c-4(T) immediately. In 
accordance with Section 553(d) of the 
Administrative Procedure Act (“APA”) [5 U.S.C. 
553(d)], because Rule 6c-4(T) is exemptive in 
nature, publication 30 days before the rule’s 
effective date is unnecessary. In accordance with 
Section 553(b) of the APA [5 U.S.C. 553(b)(B)], the 
Commission for good cause finds that notice and 
opportunity for public comment are similarly not 
required because such notice and opportunity for 
public comment would be impracticable and 
contrary to the public interest. 


TEXT OF THE RULE 


Part 270 of Chapter II of Title 17 of the Code of 
Federal Regulations is amended by adding §270.6c- 
4(T) to read as follows: 


PART 270—RULES AND REGULATIONS, 
INVESTMENT COMPANY ACT OF 1940 


§270.6c-4(T) Temporary exemption for certain 
money market funds and other persons and 
companies. 


(a) Definitions. 


(1) “Board’s regulations” shall mean the credit 
control regulations applicable to registered 
investment companies adopted by the Board of 
Governors of the Federal Reserve System on March 
14, 1980 [12 CFR 229.11 et seq.], as heretofore or 
hereafter amended; 


(2) “Existing company” shall mean any registered 
open-end, management investment company, 
engaged in a continuous offering of its shares on 
March 14, 1980, which is a “covered creditor” under 
the Board’s regulations; and 


(3) “New company” shall mean any registered open- 
end, management investment company (or series of 
securities of such company) which: (i) provides 
essentially the same features and services as an 
existing Company and has comparable investment 
policies and objectives, (ii) is a “covered creditor” 
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under the Board's regulations, and (iii) is designed to 
minimize the impact of the Board’s regulations on an 
existing company. 


(b) A new company -and those persons and 
companies providing investment advice, 
administrative services and distribution services to 
such company shall be exempt from any and all 
provisions of the Act and the rules thereunder to the 
extent necessary to enable such new company to 
function and to be operated as if it had been granted 
the same order or orders of the Commission as were 
granted tothe existing company on or before May 19, 
1980, and which remain in full force and effect 
(“prior order”); Provided, That: 


(1) The existing company and the new company are 
each advised and administered by the same 
company or companies, or by a company or 
companies controlled by or under common control 
with such companies, and 


(2) All representations, undertakings and conditions 
made or agreed to by the existing company, and any 
other person or company, in connection with the 
issuance of the prior order are, and continue to be, 
applicable to the new company and any such other 
person or company. 


(c) Any person or company which on or prior to May 
19, 1980, has been granted an order of the 
Commission under the Act enabling or permitting 
any status, relationship or transaction with an 
existing company, which order remains in full force 
and effect (“prior order”), shall be exempt from any 
and all provisions of the Act and the rules thereunder 
solely to the extent necessary to permit such status, 
relationship or transaction to exist and to continue 
with respect to the new company; Provided, That: 


(1) The requirements of paragrah (b)(1) are met, 
and 


(2) Such person or company and the new company 
can make and will adhere to all representations, 
undertakings and conditions made or agreed to in 
connection with the issuance of the prior order. 


(d) A registered open-end, management investment 
company which is a “covered creditor” under the 
Board's regulations (‘covered company”) shall be 
exempt from the provisions of section 18(f)(1) ofthe 
Act to the extent necessary to enable such company 
to issue, and to sell, classes of securities which have 
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differing priorities with respect to the payment of 
dividends; Provided, That: 


(1) Any differences between classes of securities 
(other than differences which have been, or may 
hereafter be, permitted by order of the Commission) 
relate solely to priorities with respect to the payment 
of dividends and reflect only the impact of the 
“special deposit” requirement of the Board’s 
regulations in the manner prescribed by paragraph 


(d)(3). 


(2) Sales of each class of securities (including the 
reinvestment of any dividends and other 
distributions) by the covered company and any 
underwriter for or dealer in such securities are 
limited in the following manner: 


(i) Sales shall be made only in accordance with 
policies and procedures adopted by the Board of 
Directors of the covered company with the approval 
of a majority of the directors who are not interested 
persons of such company as defined by section 
2(a)(19) of the Act [15 U.S.C. 80a-2(a)(19)]. 


(ii) Such policies and procedures must be 
determined by the Board of Directors to be fair to all 
investors and to all shareholders of the covered 
company in view oftheir relative rights and interests; 
and 


(iii) The Board of Directors must (A) adopt a method 
of monitoring sales to insure conformity with the 
policies and procedures adopted under paragraph 
(d)(2)(i), and must review such policies and 
procedures at such intervals as they deem 
necessary, but not less frequently than quarterly, to 
determine their continued fairness, and (B) make 
such modifications of such policies and procedures 
as may be necessary to assure that sales are being 
made in a manner which is fair to all shareholders 
and investors. 


(3) Dividends payable to each class of securities 
shall be adjusted in accordance with the following 
two procedures (performed in any sequence 
resulting in an adjustment identical to that produced 
by the formula), except that, if the Board of Directors 
of the company determines it to be appropriate, 
expenses of the company may be allocated among 
classes on the basis of net assets of each class 
(rather than on the basis of net assets after 
deduction of the “special deposit”): 
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(i) The portion of the “special deposit” attributable to 
each class shall be based upon the “covered credit” 
of such class during the period for which the current 
actual “special deposit” of the covered company was 
calculated (the “period”), treating each class as if it 
were a separate company. Each class created after 
March 14, 1980, shall initially be given a zero “base” 
for purposes of computing its portion of the “special 
deposit.” The covered company’s “base” shall first 
be allocated to any class predominantly 
representing shares of the covered company sold 
prior to March 14, 1980 (“prior class”), to offset the 
“covered credit” of that class (or classes) (but not 
allocated to any class of shares held entirely by those 
fiduciary accounts defined in Section 229.12(c)(1) 
and (2) of the Board’s regulations), and then any 
excess “base” shall be allocated to offset the 
“covered credit” of other classes (in proportion tothe 
respective “covered credit” of such other classes 
during the period). 


(ii) Prescribed Formula. 


1. Net assets of class minus Daily net 
special deposit attributable to class X investment = 


Net assets of the company minus 


Net investment 


income attribu- 





income of table to class 


special deposit of the company company 
2. Net investment income Advisory fee sav- 


+ ings attributable 


Distributable in- 
attributable to class = come attributable 
to class to class 
3. Distributable income attributable to class Distributable income 


= per-class share 





Number of outstanding shares of class 


(e) For purposes of the formula prescribed by 
paragraph (d)(3)(ii), the following definitions shall 
apply: 


(1) “Net assets of class’ means the number of 
outstanding shares of such class at the start of 
business each day, multiplied by the net asset value 
per share as of such time; 


(2) “Special deposit attributable to class” means the 
number of dollars actually on deposit with a Federal 
Reserve Bank allocated to that class as prescribed 
by paragraph (d)(3)(i) at the close of business onthe 
day of the compi'tation made in paragraph (d)(3)(ii); 


(3) “Net assets of the company” means the number 
of outstanding shares of such company at the start of 
business each day multiplied by the net asset value 
per share as of such time; 
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(4) “Special deposit of the company” means the total 
number of dollars the company has on deposit with a 
Federal Reserve Bank at the close of business onthe 
day of the computation made in paragraph (d)(3)(ii); 


(5) “Daily net investmert income of company” 
means interest earned by the company less 
estimated company expenses (including the 
investment advisory fee computed on the net assets 
of the company), and if the company’s policies 
provide for adjusting its net investment income for 
any realized gains (or losses) or unrealized 
appreciation (or depreciation) on its portfolio 
securities, daily net investment income should 
include the full amount of such gains (or losses) and 
such appreciation (or depreciation); 


(6) “Advisory fee savings attributable to class” 
means any reduction in the investment advisory fee 
that results from the company’s investment adviser 
having waived its fee on assets deposited with a 
Federal Reserve Bank, separately computed for 
each class of shares based upon the amount of the 
“special deposit” attributable to such class; and 


(7) “Number of outstanding shares of class” means 
the number of such shares outstanding at the start of 
business each day. : 


(f) Any company registered under the Act as a unit 
investment trust and its principal underwriter shall 
be exempt from the provisions of section 11 of the 
Act to the extent necessary to permit the trust and its 
principal underwriter to make those offers of 
exchange to unitholders of a terminating series of a 
trust which may be necessary for a new series of the 
trust to obtain a “base” other than zero under the 
Board’s regulations. 


STATUTORY BASIS: Rule 6c-4(T) is adopted 
pursuant to Section 6(c) [15 U.S.C. 80a-6(c)] and 
Section 38(a) [15 U.S.C. 80a-37(a)] of the Act. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 11138/April 22, 1980 


In the Matter of 

BANQUE EUROPEENNE de CREDIT S.A. 
and 

BEC FINANCE N.V. 


c/o Peter H. Darrow, Esq. 

Cleary, Gottlieb, Steen & Hamilton 
1 State Street Plaza 

New York, New York 10004 


(812-4535) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING APPLICANTS FROM ALL PROVISIONS 
OF THE ACT 


Banque Europeenne de Credit S.A. (“BEC”) and BEC 
Finance N.V. (collectively “Applicants”) filed an 
application on September 10, 1979, and an 
amendment thereto on February 28, 1980, for an 
order of the Commission pursuant to Section 6(c) of 
the Investment Company Act of 1940 (“Act”) 
exempting Applicants from all provisions of the Act. 


On March 20, 1980, a notice was issued (Investment 
Company Act Release No. 11094) of the filing of said 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order pursuant to Section 6(c) of the Act, disposing 
of the application, would be issued as of course 
unless a hearing should be ordered. No request for a 
hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the exemption requested pursuant to 
Section 6(c) of the Act is appropriate in the public 
interest and consistent with the protection of 
investors and the purposes fairly intended by the 
poticy and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 


that the application for exemption from all 
provisions of the Act be, and hereby is, granted, 
effective forthwith, subject to the express condition 
that, with regard to both presently-proposed and 
future offerings of Applicants’ securities in the 
United States, Applicants comply with their 
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undertakings (1) to ensure that the dealer will 
provide each offeree of the proposed commercial 
paper notes with a memorandum, at least as 
comprehensive as those customarily: used in 
commercial paper offerings in the United States, 
which describes Applicants’ business and contains 
their most recent publicly available audited financial 
statements, accompanied by a paragraph 
describing any material differences between 
Belgian accounting principles applicable to BEC and 
generally accepted accounting principles 
applicable to United States banks and (2) to update 
such memoranda periodically to reflect material 
changes in Applicants’ business or financial status. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 11139/April 23, 1980 


In the Matter of 


INVESTORS SYNDICATE OF AMERICA, INC. 
IDS Tower 
Minneapolis, Minnesota 55402 


(812-4640) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 11 OF THE ACT TO 
PERMIT AN OFFER OF EXCHANGE 


NOTICE IS HEREBY GIVEN that Investors Syndicate 
of America, Inc. (“ISA” or “Applicant”), registered 
under the Investment Company Act of 1940 (“Act”) 
as a face-amount certificate company, filed an 
application on March 21, 1980, and an amendment 
thereto on April 7, 1980, for an order of the 
Commission, pursuant to Section 11(a) of the Act to 
permit an offer of exchange of single-payment face- 
amount certificates SP-79 (“SP-79”) purchased 
after February 12, 1980, for single-payment face- 
amount certificates SP-80 (“‘SP-80”). All interested 
persons are referred to the application on file with 
the Commission for a statement of the 
representations contained therein, which are 
summarized below. 
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SP-79 and SP-80 are single-payment face-amount 
certificates. Applicant states that a single payment 
face-amount certificate is purchased through ore 
installment and is a contractual obligation of ISA 
which entitles the holder thereof to receive on the 
maturity date of such certificate a stated amount 
plus additional credits, if any declared by the Board 
of Directors of ISA. The SP-79 matures twenty years 
from its effective date, which was April 12, 1979. 
Applicant further states that pursuant to Section 28 
of the Act, SP-79 has an assured accrual rate of 34% 
but that prior to the effective date of the SP-79, 
additional credits were predeclared for the first five 
years and that these additional credits plus the 
assured rate will result in a 7.60% yield for the first 
five years. In addition Applicant states that after the 
fifth year additional credits may be declared at the 
discretion of the Board of Directors. of ISA. 


Applicant states that the SP-79 and the SP-80 are 
substantially identical in all respects. However, 
because of the escalation in interest rates Applicant 
states it can now invest moneys in higher yielding 
securities. Thus, Applicant states that the Board of 
Directors of ISA predeclared at their February 13, 
1980, meeting additional credits for the first five 
years of the SP-80 which will result in a yield for the 
first five years of that certificate of 9.00% as 
compared to 7.6% for the SP-79. Applicant states 
that the ISA Board of Directors has determined that it 
would be equitable to permit investors who 
purchased an SP-79 after February 12, 1980, to 
exchange their SP-79 for an SP-80. 


Applicant states that because there are no sales or 
surrender charges, an SP-79 certificateholder will 
benefit if the exchange is made as proposed. 
Furthermore, Applicant states that since no sales 
commissions are charged, no sales person of ISA will 
benefit from the transaction. Applicant also states 
that the cash surrender value for both the SP-79 and 
the SP-80 will be the same at the end of each of the 
first three anniversary dates. However, with the 
additional predeclared credits the yield for the 
fourth year will be 8.00% for the SP-80 as compared 
to 7.3% for the SP-79 and for the fifth year 9.00% for 
the SP-80 as compared to 7.60% for the SP-79. 
Applicant further states that the anniversary date for 
the SP-80 and the SP-79 will be the same. 


The Applicant represents that it will discontinue the 
issuance of certificates subject to the predeclaration 
of additional credits and will make -no further 
predeclaration as to outstanding certificates if at any 
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time the capital and unappropriated retained 
earnings of ISA should be less than 5% of net 
certificate reserves less certificate loans. Applicant 
states that as of December 31, 1979, the capital and 
unappropriated retained earnings amounted to 
15.5% of net certificate reserves. Applicant further 
represents that additional credits declared for the 
first five years for the SP-80 will be at least equal to 
the rates for the SP-79, but that after the initial five 
years any additional credits declared for the SP-80 
may be more or less than the rates declared for the 
SP-79. Additionally, Applicant represents that the 
exchange offer will have no affect on the declaration 
of additional credits for existing SP-79 certificate- 
holders. 


The Applicant contends that by permitting the 
exchange offer new investors will have an 
opportunity to obtain as attractive an assured yield 
as possible in the purchase of a face-amount 
certificate for a five year period. The Applicant 
asserts that it is fair and equitable to limit the 
exchange offer to those persons purchasing an SP- 
79 after February 12, 1980, since it was not until 
February 13, 1980, that the Board of Directors of ISA 
made any decision regarding the rates for the SP-80. 
Furthermore, Applicant argues that the other 
certificates being offered by ISA are either sold on 
the installment basis or are sold for retirement 
accounts, and thus are not appropriate to be 
included in the exchange offer. In conclusion, 


Applicant states that in its opinion the terms of 


proposed exchange offer are fair, appropriate in the 
public interest, and consistent with the protection of 
investors and the purposes fairly intended by the 
policy and provisions of the Act. 


Section 11(c) of the Act provides, among other 
things, that exchange offers of securities of 
registered face-amount certificate companies for 
securities of any other investment company are 
subject to the provisions of Section 11(a) of the Act 
irrespective of the basis of exchange. Section 11(a) 
of the Act provides, in pertinent part, that it shall be 
unlawful for any registered open-end investment 
company or any principal underwriter for such a 
company to make, or cause to be made, an offer to 
the holder of a security of such company or any other 
open-end investment company to exchange his 
security for a security in the same or another such 
company on any basis other than the relative net 
asset values of the respective securities to be 
exchanged, unless the terms of the offer have first 
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been submitted to and approved by the 
Commission. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 19, 1980, at 5:30 
p.m., submit to the Commission in writing, a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reasons 
for such request and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a 
hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request shall be served personally or by mail 
upon Applicant at the address stated above. Proof of 
such service (by affidavit or, in the case of an 
attorney-at-law, by certificate) shall be filed con- 
temporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the application 
herein will be issued as of course following said date 
unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. 
Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive any notices 
and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 9064/April 18, 1980 


SEC v. PETER J. BONASTIA, ET AL. Civil Action No. 
78-496 (D.N.J. 1978) 


Paul F. Leonard, Administrator of the Washington 
Regional Office, and Thomas H. Monahan, Assistant 
Administrator of the Philadelphia Branch Office, 
announced that on April 2, 1980, the Honorable 
Vincent P. Biunno, United States District Judge for 
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the District of New Jersey, entered an Order of Final 
Judgment against Terrence C. Madden (Madden), a 
former officer, director, and shareholder of Investors 
Economic Systems, Inc. The Order permanently 
enjoins Madden from further violating and aiding 
and abetting violations of the registration, antifraud, 
customer protection, and financial responsibility 
provisions of the federal securities laws in 
connection with the offer and sale of interests in 
limited partnerships or any other securities. 


The entrance of the permanent injunction was in 
accordance with the opinion of the United States 
Court of Appeals for the Third Circuit, filed on 
February 7, 1980. That opinion mandated a reversal 
of the District Court’s decision of December 13, 
1978, which entered summary judgment against 
Madden but failed to issue the injunction requested 
by the Commission, since at the time of the District 
Court’s order, Madden was not engaged in any 
business activities subject to the federal securities 
laws. 


For further information, see Litigation Release Nos. 
8333, 8468, and 8647. 





Litigation Release No. 9065/April 22, 1980 


SEC v. SMITH W. BAGLEY, ET AL. U.S.D.C., D.C., C.A. 
No. 79-0812 


Paul F. Leonard, Administrator of the Washington 
Regional Office of the Securities and Exchange 
Commission, announced that on April 18, 1980, 
pursuant to a settlement, the United States District 
Court for the District of Columbia ordered that 
defendant David R. Johnston comply with an 
Undertaking and Order tendered in the subject 
litigation and otherwise ordered that the action be 
terminated with prejudice with respect to Mr. 
Johnston. 


The Undertaking and Order prohibits Mr. Johnston 
from, directly or indirectly, engaging in any purchase 
or acquisition of the securities of Washington Group, 
Incorporated, or of any issuer which files reports with 
the Commission and of which he is an officer or 
director or in which he holds ten percent or more of 
any class of outstanding securities (five percent or 
more if listed on the New York or American Stock 
Exchanges), on terms, or subject to any agreement, 
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constituting a guarantee against loss in connection 
with such purchases or acquisitions, in violation of 
Section 10(b) of the Securities Exchange Act of 1934 
and Rule 10b-5 thereunder. 


For further information, see Litigation Release Nos. 
8691, 8709, 8854, and 9011, and SEA Release No. 
15654. 





Litigation Release No. 9066/April 22, 1980 


SEC v. PHILIP R. COHN, ET AL. Civil Action No. 80- 
0052-F 


Willis H. Riccio, Administrator of the Boston 
Regional Office of the Securities and Exchange 
Commission, today announced that the Honorable 
Frank H. Freedman, United States District Judge for 
the District of Massachusetts, entered an order 
permanently enjoining Philip R. Cohn from further 
violations of the securities registration and antifraud 
provisions of the federal securities laws in 
connection with the offer, purchase and sale of 
evidence of indebtedness, promissory notes and 


investment contracts in the form of buy-back 
agreements and interests or participations in real 
estate transactions or any other securities. 


The Commission commenced this action on March 
12, 1980, by filing a complaint which alleged, among 
other things, that the defendant violated the 
securities registration and antifraud provisions of 
the federal securities laws in that the defendant 
offered for sale and sold unregistered securities and 
engaged in fraudulent conduct in connection with 
the offer, purchase and sale of securities; namely, 
evidences of indebtedness, buy-back agreements 
and promissory notes in connection with certain real 
estate transactions, as well as investment contracts 
in the form of interests and participations in multi- 
family housing projects. 


The defendant consented to the Judgment of 
Permanent Injunction without admitting or denying 
the allegations of the Complaint and also consented 
to further orders of the Court freezing assets and 
preserving books and records. 
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For further information see Litigation Release No. 
9042. 





Litigation Release No. 9067/April 22, 1980 


SECURITIES AND EXCHANGE COMMISSION v. 
FIRST FINANCIAL GROUP OF TEXAS, INC., WILLIAM 
H. HOWTON, VINING TOWNER REYNOLDS, JR. 
(U.S.D.C./S.D. TX/Houston Div.) (CA No. H-79- 
1772) 


Michael J. Stewart, Administrator of the 
Commission’s Fort Worth Regional Office, and 
Thomas Taylor, III, Assistant Regional 
Administrator, Houston Branch Office, announced 
that on March 20, 1980, the Honorable Ross N. 
Sterling, United States District Judge in the Southern 
District of Texas, entered an Order of Permanent 
Injunction by Default against defendants Vining 
Towner Reynolds, Jr. (Reynolds) and William H. 
Howton (Howton), both of Houston, Texas. The Order 
enjoins the defendants from further violations’of the 
antifraud provisions of the federal securities laws 
and was based upon their activities in connection 
with the offer and sale to banks and other institutions 
of securities in the form of packages of government- 
guaranteed student loans, with an agreement to 
repurchase the packages at the end of a specified 
term. 


The default judgment was entered as a result of the 
defendants’ failure to comply with an order 
compelling discovery. The Court found that Howton 
and Reynolds had violated the Court’s Order of 
February 15, 1980, directing them to appear for 
depositions and produce certain books and records 
of the defendant First Financial Group of Texas, Inc. 
In addition, Howton and Reynolds were held in 
contempt of court for their failure to comply with the 
February 15, 1980 Order. 


For further information, see Litigation Release Nos. 
8862 and 8914. 
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